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VOLUME XXXVI DECEMBER, 1946 NUMBER FIVE 


THE CHANGING SIGNIFICANCE OF THE 
INTEREST RATE 


By Henry C. Watticu* 


The growth of the public debt is bringing to a head a trend which has 
been under way since the early thirties: the weakening of the rate of 
interest, both in practice and in economic theory, as an instrument for 
cyclical control of business activity. At the same time, the debt is giving 
new importance to the interest rate as a factor influencing the distribu- 
\ion of national income, the income of certain groups, and the value of 
capital assets. In this paper it will be argued that what we have been 
witnessing is in fact a shift in the main functions of the interest rate. If 
this be true, we shall have to reorient our thinking, so as to pay less 
attention to credit stimulation or restriction, by means of low or high 
rates, and more to the influences of such rates upon the incomes of in- 
terest receivers and interest payers and their capital position. In con- 
crete questions of public debt management, the new viewpoint is already 
becoming apparent. Economic theory, which frequently is running one 
lap behind practice, may do well to catch up. 

Most of the facts and arguments entering into the matter are well 
known. To this extent, the task of this paper will mainly be to add them 
up to a conclusion. I shall make an effort to stress the newer positive 
functions of interest, in order to counter the belief prevalent in some 
circles that the interest rate as a policy instrument is altogether a has- 
been. In conclusion, I shall endeavor to appraise the current debate for 
and against low rates in the light of their changing significance. 


I. The Great Disillusionment 


Few people today would deny that the stature to which monetary 
economists in the past built up the interest rate as an instrument of eco- 
nomic control was greatly exaggerated. Idealizing the fair weather ex- 
perience of the Bank of England before 1914, many of them allowed 
themselves to be seduced by the analytical elegance of the instrument, 
_* Acknowledgment is made to Mr. P. Glaessner for his help with the statistical material in 
this article. 

_The author is chief of the Foreign Research Division of the Federal Reserve Bank of New 
York. The views he expresses are personal opinions. 
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probably without having a very realistic appreciation of what really 
had made bank policy work. For, despite a fairly widespread faith in the 
effectiveness of the instrument, there was no unanimity as to its modus 
operandi. Was it chiefly through its effect upon the cost of short-term 
accommodation, or that of long-term investment, or through its impact 
upon the balance of payments, or perhaps through some other factor? 
Each group of interest policy enthusiasts was able to bring strong argy. 
ments against the beliefs of rival groups. Mr. Hawtrey trying to dis. 
prove Mr. Keynes’s faith in the long-term rate was only a shade less 
convincing than Mr. Keynes in disproving Mr. Hawtrey on the short- 
term rate. Despite these doubts, economists worked out bewildering 
patterns of interest policies, with varying spreads of rates and subtle 
variations therein, preannounced and not preannounced, which, in the 
words of one observer, were more apt to give business men a nervous 
breakdown than to guide their investment decisions. 

Interest in monetary control as an anticyclical weapon was at its 
height around 1930. Then came a decade of curiously conflicting expe- 
riences. In the United States, interest rates declined to very low levels 
without succeeding in arresting the collapse of the early thirties or in 
restoring normal activity later on. It was, as Professor Hansen has 
pointed out, something in the nature of a laboratory test, with very 
discouraging conclusions for monetary policy. In Great Britain, on the 
other hand, a more moderate decline in rates was succeeded by a con- 
siderable pickup i in investment activity. No doubt this could be ex- 
plained in a variety of ways independently of interest levels. It was 
believed, nevertheless, that at least the famous British housing boom 
of the middle thirties was strongly influenced by low interest rates. 
British experience, therefore, appears to have been less at variance 
with the hopes of the twenties than American. 

This may explain why Keynes continued to regard the interest rate 
as a major investment factor, although his way of looking at it changed 
considerably between the Treatise of 1930 and the General Theory 0! 
1936. In the later book, the rate of interest ceased to be the willing ser- 
vant of the monetary authorities and became instead something like 2 
malevolent genie, whose refusal to shrink at their bidding tended to hold 
back investment. Monetary policy became a one-way affair, to be em- 
ployed aggressively only when lagging investment called for lower rates. 
The deliberate raising of rates to curb an occasional boom was to be 
avoided “‘like hell-fire’’ because the rate could not be brought down iast 
enough in the succeeding depression. 

Toward the end of the thirties, a few economists, in search of a new 
approach to the question of interest costs, did something which t 

1“An Open Letter to President Roosevelt,” New York Times (Dec. 31, 1933). 
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strict theorists must have looked almost like hitting below the belt: 
they asked business men about it. The reply was, by and large, that in- 
terest was a minor element in costs and certainly very far from playing 

a decisive réle in investment decisions.* Under the combined onslaught 
of adverse experience, critical analysis, and factual inquiries, the de- 
fenders of the interest rate were forced to retire into the relatively un- 
explored territory of very long-term investment, such as utilities and 
housing. Even there, however, their position remained insecure, because 
it was pointed out that over very long investment periods uncertainty 
tended to become so great as to obscure neat profit calculations based 
on money costs.* 

Today the inflationary pressure prevailing in this country, which 
stems both from the physical consequences of the war and from the 
manner of its financing, has once more turned our eyes toward interest 
policy as a means of boom control. The debate has been lively, but for 
practical purposes the conclusion seems inevitable that in this direction, 
too, the potentialities of monetary policy have become very limited. 
Obstacles which stand in the way of really effective monetary boom 
control have frequently been analyzed; today such obstacles are more 
numerous and less surmountable than ever, owing to the situation 
created by our public debt. A particularly effective statement of the 
case is that by Professor Seltzer in his article ‘Is a Rise in Interest Rates 
Desirable or Necessary?” in a recent issue of the American Economic 
Review. Briefly, the conclusion is that a mild rise in interest rates would 
probably do little to restrain expansion, and by a very severe tightening 
of credit might overshoot the mark and perhaps throw us into a down- 
ward spiral, while also producing serious repercussions in other direc- 
tions. Thus, both as an anti-depression and an anti-inflation device, 
traditional interest policy appears to be stymied. 

The weakening of the case for cyclical interest rate policy leaves, how- 
ever, the possibility of a secular approach. If interest rates are not 
strong enough to control booms and depressions, they may nevertheless 
be sufficiently powerful to affect the general trend. If, in the long run, 
stagnation is more likely than inflation, low interest rates may go at 
least part of the way in combating this tendency. This, I believe, is 


‘ oa ae E. Meade and P. W. S. Andrews, “Summary of Replies to Questions on Effect of 
t Rates,” Oxford Econ. Papers, No. I (Oct., 1938), pp. 14-31; J. F. Ebersole, “The 
ti fluence of Interest Rates Upon Entrepreneurial Decisions i in Business, ” Harvard Bus. Rev., 
Vol. XVII, No. 1 (Autumn, 1938), pp. 35-39. 
‘J. R. Hicks, Value and Capital (Oxford, 1939), pp. 225-226. 
_ ‘Vol. XXXV, No. 5 (Dec., 1945), pp. 831-850. Also see Alvin H. Hansen, “Stability and 
*pansion,” in Financing American Prosperity (New York, Twentieth Century Fund, 1945), 
PP. <00- <5, and my article, “Debt Management as an Instrument of Economic Policy,” 
Amer. Econ. Rev., Vol. XXXVI, No. 3 (June, 1946), pp. 292-310. 
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the main economic argument employed by the public debt authorities 
in defense of their low interest policy, the emphasis on budgetary say. 
ings being resorted to more for its political appeal. 

There is disagreement, of course, regarding the major premise of the 
case —do we really face a secular stagnation trend? A majority of econ. 
omists, however, if pressed, would perhaps subscribe to the view that 
stagnation is more likely than overactivity, if one or the other extreme 
is to prevail. But then a second issue remains to be raised: If rates are 
permanently low, will they have the same stimulating potential as 
falling rates? Or is the effect of lowered rates likely to be strong at first 
and diminishing later on? On the degree to which low rates retain their 
stimulating potential depends their value as a long-run weapon. 

A high rate, in so far as it has any investment effects, prevents the 
making of certain investments. But what happens to these unfulfilled 
investment opportunities? Are they lost forever, or will they gradually 
become feasible even at the higher rate, through technological progress, 
internal capital accumulation, rising demand? Whenever investment 
opportunities are of the latter type, a lowering of rates will merely ad- 
vance the day of their realization but will not add to the total. Ther 
would be an immediate bunching of investments, but soon this would 
slow down to the old pace, much as in the case of a shift to the pay-as- 
you-go income tax. On the other hand, where investment opportunities 
do not gradually tend to move up into the “feasible” category, the) 
will be lost unless rates are lowered. In that case a lowering of interest 
rates will bring an enduring increase in the amount of investment per 
unit of time. 

One can easily visualize investment opportunities of both types 
Which of the two is more frequent would be hard to say. But I suspect 
that those which eventually are realized in any case are sufficient! 
numerous to put a considerable dent into the case for permanently low 
rates as an investment stimulant. 

If the effectiveness of lower interest rates diminishes with time, the 
timing of the operation becomes important. Lower rates would have to 
be regarded as ammunition not to be wasted prematurely. It seems, 
therefore, that a policy of lowering rates now would not only aggravate 
needlessly the existing inflationary trend, but might also impair their 
effectiveness later on. 

We may conclude that, on the whole, the case for permanently low 
long-term rates has merits, if we are willing to regard stagnation as our 
primary long-run danger. These merits, however, can easily be ove! 
stated and a further rate reduction now might defeat its own longer-run 
purposes. 
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EMBER 
orities II. The Availability of Money 
Y Say. While the interest rate was slowly deglamorized, another train of 


‘hought was being pursued which centered on the availability of money, 


of the ‘» contrast to its cost. It seemed as if the arguments serving to minimize 
€con- the weight of interest costs in business decisions were proving too much. 
; that If they contained the whole truth, the wonder was not that the monetary 
treme policy had worked poorly, but that it had worked at all. Observation 
eS are of the practices of bankers and security underwriters confirmed the 
lal as suspicion that the price of money was by no means the only factor 
t first determining its supply. On the contrary, it became apparent that de- 
their liberate rationing, risk elements, and plain deficiency of organization 
interfered so much with the “‘perfection” of the market that the interest 
's the rate might be regarded more as a symptom of the availability of money 
filled than as the truly causal factor regulating supply and demand.® 
ually This trend of thought deserves to be pursued a little further. For 
gress, while it is in a sense destructive of traditional interest rate theorizing, 
maER it also throws light upon some new approaches to monetary policy. We 
y ad- shall survey the factors which limit the availability of money under the 
Chere three headings already mentioned: (1) rationing, (2) risk, and (3) defi- 
ould cient organization. Each one plays a distinctive réle in the credit picture 
y-as- which may often outweigh that of the interest rate. 
utes A. Rationing. In the good old days of discount policy, it was often 
the) observed that a raising or lowering of the rate tended to tighten or ease 
crest credit more than in proportion to its immediate effects upon the bank- 
t per ing position, by virtue of its psychological influence. In the action of the 
central bank, bankers could read the underlying motives, saw the au- 
ypes thorities’ appraisal of the business situation, and found indications of 
pect future official policy. It was natural that, in anticipation, they should 
nth} react not only by changing their rates, but also by trying to bring about 
‘low the desired contraction or expansion by direct action upon loan applica- 
tions. This propensity would be intensified, in the United States, by a 
, the the bankers’ distaste for remaining in debt to the Federal Reserve. 
re to “We’re sorry, our funds are fully invested” was a perfectly good answer 
to a not-too-good client, particularly in the days before the habitual 


presentation of the borrower’s statement, when insistent requests for 


their ‘cans were more apt to cause an unfavorable impression. The same ac- 
| ton to expand and curtail loans, accompanied by but only in part + 
ow 

our *Cf Keynes’s comments on the “unsatisfied fringe of borrowers” in the Treatise, Vol. II, 7 
cs Pp. 04- 367; J. R. Hicks on the availability of money, in “Mr. Hawtrey on Bank Rate and the 

ver- Long Term Rate of Interest,” Manchester School, Vol. X, No. 1 (1939), p. 35; and F. A. Lutz, 

-run ‘he Rate of Interest in a Dynamic Economy,” Amer. Econ. Rev., Vol. XXXV, No. 5 (Dec., 


1945), pp. 828-829. I am greatly indebted to Mr. H. V. Roelse for his observations on the im- 
portance of availability. 
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effected through changes in rates, would be natural if the banker’s ow, 
views of business conditions should take a more cheerful or more skep. 
tical turn. 

Similar procedures are common in the long-term capital market. 
Underwriters become more hesitant when they anticipate a drop in 
security prices, since to see an issue decline sharply soon after its sale js 
not a pleasant experience for the banker. Thus, the supply of credit cay 
be varied rather substantially by direct action, without the large changes 
in interest rates which probably would be needed to equate supply and 
demand. 

How far monetary policy owes its effects to its influence over the 
“rationing”’ practices of lenders, as contrasted with the pure cost effect 
of higher or lower interest rates, is of course hard to say. One may sus- 
pect, however, that the rationing element is the more important one, 
To the extent that this is true, one might argue that even today, when 
interest rate manipulation as such seems to be a less promising means of 
control than ever, central banks could achieve something by its means 
if the business community accepted it as an implied official forecast of 
business conditions. All things considered, however, this, too, seems 
rather a forlorn hope, for the voices of central bankers today are apt to 
be only part of a large official chorus, or else crying in the wilderness. 

B. Risk. A second non-interest factor which greatly influences the 
availability of credit is risk. All interest rates—except perhaps those 
paid by a few governments in their own countries—include a premium 
for credit risk in addition to the liquidity preference premium. Attempts 
have been made to interpret all and any obstacles to the free flow of 
credit as due to a risk premium—including failure of would-be borrow- 
ers to get any money at all.* This, however, appears to be a little strained. 
A specific recognition of other circumstances which may interfere with 
the free flow of credit, such as over-all rationing or lack of organization, 
seems preferable. 

The level of the risk rate varies, of course, with the credit of the bor- 
rower. Moreover, the premium which the less-than-gilt-edged borrower 
must pay may take forms other than interest, such as an inconveniently 
short maturity, or surrender of a share in control. Also, in the case of 
non-negotiable loans, there may be a subjective element in the risk 
premium reflecting the familiar principle of increasing risk, i.¢., the fact 
that the lender’s apprehensions rise with the proportion of his capital 
tied up in a single commitment. For large banks, where this aspect !s 
less important, one may suggest that the risk rate,’on average, ought 
to be reflected by the loss ratio over a period of years. 


* Cf. the discussion of this question by Arthur W. Marget, The Theory of Prices (New York, 
1938), pp. 222-227. 
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In the case of negotiable loans, holdings can be spread over a suffi- 
ciently wide number of people to avoid running into the principle of 
increasing risk. Here the discount from the yield on governments might 
be regarded as a measure of the risk rate. It must be added, however, 
that this allowance may be less than the true risk factor. In the lower 
grade bonds, the risk of loss is in some measure offset by the possibility 
of appreciation, if the borrower’s credit should prosper. To that extent 
lower grade bonds partake of the character of equities, whose yield usu- 
ally does not differ substantially from that of bonds because the much 
greater risk is balanced by chances of gain. 

The following table shows the level of the “‘pure”’ interest rate (long- 
term governments) contrasted with the average yield on bonds carrying 
A and B ratings, respectively, and the proportion of these yields which 
is accounted for by the risk rate. 


TABLE I.—“*Pure” Lonc-TERM RATE AND Risk RATES* 


Long-Term Grade A Risk Rate Grade B Risk Rate 


Year Government Corporate Bond on Railroad on 
Bond Yields» Yields* A Bonds* Bond Yields* B Bonds# 

1929 3.60 5.28 1.68 7.61 4.01 

1932 3.68 7.20 3.52 9.39 5.71 

1936 2.65 4.02 1.37 6.60 3.95 

1938 2.56 4.22 1.66 9.87 7.31 

1945 2.37 (1.66) 2.87 -50(1.21) 4.47 2.10 (2.81) 
Dec. 1945 2.33 (1.51) 2.79 -46(1.28) 4.23 1.90 (2.72) 
Apr. 1946 2.08 2.69 -61 4.22 2.14 


* Annual average yields except in December, 1945 and April, 1946, when they are monthly 
averages, 

» Long-term government bond yields assumed to represent “pure,” i.¢., riskless rate. This 
“pure” rate is best represented by the yield of fully taxable long-term government bonds. 
However, as no fully taxable bonds were issued prior to March, 1941, the yields of partially 
tax-exempt long-term government bonds had to be used prior to that date. As a result the 
yields for that period combine with the “pure” interest rate an inseparable element formed by 
the advantage of partial tax exemption. It is felt, however, that the results are acceptable in 
principle since the lower tax rates of earlier years make the partial tax exemption relatively 
unimportant. It should be noted that even the “fully” taxable government bonds are exempt 
from state taxation. Bracketed figures continue the partially tax-exempt series. 

hy Moody’s Grade A corporate bond yields have been used, representing a high-grade, rela- 

tively stable series. As no composite corporate series with a rating below Baa exists for the 
peric xd in question, Standard and Poor’s Grade B Railroad bond yields were chosen as typical 
ol a relatively low-grade and volatile series. 

* Risk-rate: premium paid over and above pure rate. 

* No composite data exist for 1932 owing to the very small number of issues which paid in- 
terest during the year. The yield for December, 1931, was used instead. 


_ Sources: Board of Governors of the Federal Reserve System, Standard and Poor’s Current 
Statistics. 


The data indicate, as one would expect, that the risk rate is deter- 
mined in varying degrees by business conditions and by the level of the 
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interest rate itself. The lower the grade of the securities, the wider js the 
fluctuation in the risk rate, to the point where its swings quite outweigh 
those of the pure rate. And when a low pure rate coincides with goog 
business conditions, as in 1936 and particularly at present, the risk rate 
is driven down sharply because investors hard pressed for income are 
forced to take bigger chances in order to get a satisfactory yield.’ 

But the effect of the risk element goes beyond the charge which jt 
imposes upon the borrower. For when it becomes too large, it may alto. 
gether prevent the granting of credit. At any time there is a more or less 
conventional range of rates on loans, negotiable and otherwise, which 
limits the maximum risk premiums that can be arranged for. Banks and 
investors usually prefer not to become involved in dubious situations, 
even if they believe their actuarial risk to be adequately compensated 
for. At present, for instance, it is hard to think that debentures with a 
7 per cent coupon could be marketed, although there are probably enter- 
prises which would be willing to pay such a rate. But if their credit is so 
poor that such a risk premium would be called for, then they simply 
cannot get the loan. They may be able to resort to stock financing, or to 
the sale of convertible senior securities, but in many instances their 
access to the capital market may be effectively barred.® This is par- 
ticularly apt to happen during depressions. The data of Table I show, 
for instance, that grade B risks could not possibly have been floated in 
1932-34 or in 1938. 

This brings us to the following conclusions regarding the effect of risk 
upon the availability of credit. 

1. In so far as risk can be compensated by paying a premium over the 
pure rate, it results in an additional cost. The considerations which 
apply are the same which are applicable to pure interest costs, i.e., the 
risk premium to be paid probably does not weigh heavily in most 
business decisions. 

2. Insofar, however, as the risk element prevents financing altogether, 
or allows it only under very unfavorable conditions, it may constitute 
a serious obstacle. This is all the more important because of the cycl- 
cally perverse fluctuation in risk, which makes it largest when credit ex- 
pansion is most needed. 

3. The tendency of the risk rate to be driven down sharply by a com- 
bination of low riskless rates and good business conditions injects a0 
additional element of instability into the economy. Actuarial risks may 

7 The extraordinarily small spread now prevailing between Aaa and A grade bonds, how ever, 
is to some extent due to the fact that the former are mostly heid down by their call prices ane 
that the latter tend to benefit from this technical situation. 


* Cf. the comment of H. C. Sonne, in a debate with Professor Samuelson, that present a 
rates tend to cut off smaller firms from long-term credit. “Is the Easy Money Policy a 20u"¢ 
One?” Modern Industry (Jan. 15, 1945), pp. 113-126. 
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be inadequately covered, so that banks as well as institutional and other 
‘nvestors may find themselves in a weak position in the next depression. 

(C. Deficient Organization. The failure of many sectors of the money 
and capital markets to respond to the easy money policy of the thirties 
drove home the fact that these markets are not nearly so fluid as some- 
times assumed. Hence the profusion of credit agencies created by the 
federal government during those years in an earnest if not very well- 
coordinated effort to make money available to neglected and otherwise 
il|-favored borrowers. That this problem today is far from solved, is 
shown by the high cost of credit in some small town and rural areas and 
by the persistent clamor for better capital financing facilities for small 


business. 

_D. Condiustom Regarding Availability. The foregoing discussion con- 
ing, risk, a organization, is in many respects more important than the 
interest rate as such. Such successes as monetary policy has scored in 
the past appear to have been due more to the rationing of credit than to 
changes in its cost. On the other hand, part of the failures of monetary 
policy have probably been ascribable to the perverse action of the risk 
iactor and the sluggish response of the remoter sectors of the market. 
If monetary policy is to be revitalized, therefore, the most promising 
approach would be, not by way of attempting to “regain control of 
interest rates,’ but by obtaining some measure of control over risk 
factors and over the rationing process, and by improving the market. 

This points, of course, in the direction of qualitative controls, in 
which a number of hesitant steps have already been taken. Guarantees 
of mortgages through FHA, of certain export credits through the Export- 
Import Bank, of V loans through the Federal Reserve, of GI loans 
through the government, and of foreign loans through the International 
Bank, are attempts to cope with the risk problem. Regulation of down 
payments for consumer credit and variation of margin requirements for 
stock exchange loans (regarded by many as little effective), aim at avail- 
ability from another direction. The creation of official lending agencies, 
to overcome deficiencies of the market, has already been mentioned. 
These measures are capable of extension to other fields, and new ones 
deserving of study have frequently been suggested.? By thoroughly 
exploiting these new approaches, and by coérdinating their application, 
a new form of monetary policy could evolve. This rejuvenated instru- 
ment would rely only to a minor degree upon interest rate variations, 
which would thus quite frankly relinquish their credit control functions 
and could be employed more effectively to fill the newer rédles which the 
interest rate is acquiring in our economy. 


‘Cf. Alvin H. Hansen, of. cit., pp. 252-255. 
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III. The Allocation of Capital 


So far we have been concerned with the increasing impotence of the 
interest rate as an instrument for controlling over-all investment, At. 
tention remains to be drawn to its likewise increasing deficiency as 
selector of investment projects. 

Under idealized conditions, the interest rate serves to channel , 
scarce resource, savings, to the most effective uses. Today, however, this 
is very questionable. In the first place, this function becomes superflu. 
ous in an economy where the supply of savings tends to outrun the de. 
mand. As to whether and to what degree this is the case in our present 
economy, everybody is entitled to his private opinion. In the second 
place, the interest rate is doing an increasingly poor job in the allocation 
of capital even under conditions of full employment. Business savings 
obviously are beyond its control; they tend to be invested, if at all, in 
ventures similar to those by which they were generated. Moreover, when 
internal savings are insufficient, established businesses can get outside 
funds on the strength of their general credit standing, which leaves new 
firms at an enormous competitive disadvantage. As new business invest- 
ment has come to be carried out increasingly by old firms, the selectiv- 
ity of the interest rate has become progressively impaired. Finally, it 
may be noted that government action has also interfered with the allo- 
cation function of the interest rate. Guarantees for certain loans and tax 
exemption for municipal and state bonds may be mentioned as examples 
without implying any criticism of this type of interference. 


IV. Interest in the National Income 


In the preceding sections, we have traced the decline—though per- 
haps not the fall—of the réle of interest as a regulator of investment. 
We now come to the positive part of the argument: the increasing in- 
portance of interest as a national income factor. This increase is in part 
a relative one, resulting from the de-emphasis of the interest rate’s other 
and more spectacular functions. In part, however, it is also a more pos!- 
tive phenomenon. 

Interest payments and the interest rate have several aspects as it- 
come factors. One is the total volume of such payments and its relation 
to total income. Another is the influence of interest payments upon the 
distribution of income. A third is the much debated influence of the 
interest rate upon saving. Fourth, there is the effect upon the capita 
value of assets which results from a change in rates. These and various 
others will now be discussed. 

A. The Volume of Interest Payments. To begin with, we shall study 
the total volume of interest payments in our economy. Many forms 0 
income which economically have their origin in interest, are not actually 
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received in that form. Of the return on invested capital, for instance, 
2 part should be regarded as interest, in the light of distribution theory, 
but in prac tice this part is hopelessly mixed up with profit, distributed 
and otherwise. Much the same is true of rent. The problem is compli- 
cated by the interest receipts of business, financial and non-financial in- 
termediaries, which often do not pass on this interest in the same form. 

On the other hand, there are certain interest receipts by business 
which are really payment for a service, i.e., for out-of-pocket costs. In 
the absence of such interest receipts, these businesses would have to 
make other charges. Services rendered by banks are the most obvious 
instance. One may reasonably argue that interest receipts covering 
such services are not economic interest in a full sense.!® 

A calculation of economic interest in the national income, made in a 
very rough manner for the year 1945, yields an estimate of 12 to 14 
billion dollars. This includes (1) interest on the federal debt at the com- 
puted rate, but excluding part of the payments to banks, regarded as 
compensation for services, (2) other interest in accordance with an 
adjusted version of the present Department of Commerce series, ad- 
mittedly not a very perfect one, (3) an allowance for the imputed inter- 
est element in the return on the net worth of corporations, at a rate of 
2} per cent, and (4) a similar allowance for the interest element in 
profits of unincorporated business, in farm income, and in rent. The 
total thus derived represents the aggregate of economic interest pay- 
ments in the national income, but it should be regarded, not as a statis- 
tical computation, but as an indication of the order of magnitude of 
these payments. In a sense, the estimate is a “test of significance,’’ 
indicating, in my opinion, that interest plays an important réle in the 
national income, much more so than would appear from the volume of 
contractual interest payments. 

The size of a 12 to 14 billion interest payment in 1945, measured 
against the 160 billion national income, is perhaps not particularly im- 
pressive. Nevertheless, it is as much as the net income of agricultural 
proprietors during that year. Moreover, these 12 to 14 billion interest 
payments were brought together at very low rates. While a rise in rates 
would have little immediate influence on long-term interest payments, 
with the passage of time it would be reflected to an increasing extent 
in contractual and imputed interest payments. At the rates prevailing 
in 1929, after these had had time to become effective, total interest 
might be something like 18 to 20 billion, or about 12.5 per cent of a 150 
to 160 billion of income. 

\ further drop in rates from today’s levels, on the other hand, would 
be reflected more rapidly in payments, since many outstanding obliga- 

* The grounds on which the Department of Commerce excludes interest receipts of most 
businesses from its national income series on interest payments are somewhat different. 
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tions would be refunded. It is evident, therefore, that variations jy 
interest rates are quite capable of producing substantial variations jp 
this sector of national income. 

Whether or not the relative importance of interest in the national jp. 
come has increased over earlier years is a different question. Tentative 
calculations seem to indicate that the proportion of interest to income 
today is lower than in 1929, for instance. But this is due primarily to 
the prevailing low level of rates, which might not be permanent. The 
base upon which interest payments rest, 7.e. the total volume of debts 
plus other income-earning assets to which interest may be imputed, 
probably is larger today relative to income than it was in earlier years, 
thanks to the growth in the public debt. One might therefore argue that 
potentially, 7.e., if rates should rise, interest seems to be more important 
today than formerly. But the likelihood of a return to rates like those of 
1921 has fallen as the debt has risen, for obvious reasons, and a sum- 
mary statement about the importance of interest payments relative to 
earlier years therefore is hardly possible. 

B. Redistribution of Income. Who pays this interest and who gets it? 
Government interest is paid out of taxes, most other interest out of pro- 
duction. In either case it is clear that the fact that some individuals 
receive interest reduces the income retained by or received by others. 
(This does not dispute in the least the economic or social justification 
of interest; it merely follows from the principle that “the more there is 
of mine, the less there is of yours,” once the size of the pie is given 
The second group, therefore, are the “interest payers” in an ultimate 
sense, even though most of their payments take the form, not of con- 
tractual interest, but of higher taxes and of lower wages, lower profits, 
and higher prices. As to the distribution of the burden among profits, 
wages and prices, one would expect the latter two to absorb most or all 
of it in the long run. In the short run any variation in interest costs, 
contractual and imputed, may impinge primarily upon profits. Even- 
tually, however, such gains are apt to be competed away and cost in- 
creases to be passed on.!! Very probably this process of competing away 
and passing on moves more rapidly in the case of out-of-pocket interest 
costs than with respect to the pure interest element imputable to profits. 
But in the long run, it seems to be true that business profits move in the 
same direction as the pure interest rate, so that variations in the latter 
are not merely absorbed by counteracting variations in the former, but 
carry over into prices and wages.” 

11 On the effect of present day low interest rates on the cost structure, cf. Albert H. Hahn 
“The Interest Rate Dilemma,” Commercial and Financial Chronicle (Apr. 18, 1946), p. 2131. 


12 Cyclically, of course, this tends to be obscured by the fact that high interest rates during 
the boom phase are usually associated with high wages and prices. 
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Thus the payment of interest, public and private, obviously, makes 
the distribution of income different from what it would be otherwise. 
It is not quite accurate to speak of this as a redistribution of income, 
since interest, at least that on private debt, is a return to a productive 
factor and hence part of the original distribution of income. The use of 
the term “redistribution” in the present connection must be understood 
with this qualification in mind. 

Unfortunately, it is not possible to make a good estimate of the degree 
of redistribution, since we lack sufficient data on the ownership of 
interest-earning assets which would be needed to estimate the interest 
received in each income bracket. There is no doubt that the great ma- 
jority of the population participates in the ownership of assets to some 
degree, through insurance policies and savings deposits, if not through 
securities. The interest income of members of the lower-income brack- 
ets, however, is obviously a much smaller proportion of their incomes 
than that of wealthier people, since the latter are able to save more and 
in some cases are born wealthy. 

As for the amount of interest paid by individuals in different income 
brackets some rough estimates can be made. For the interest on the 
federal debt, I made an estimate in one of the Federal Reserve Postwar 
Studies, on a per capita basis.¥ This estimate rests on an assumed tax 
structure outlined in the same publication by Richard A. Musgrave. 
Conclusions based on Mr. Musgrave’s tax system hold fairly well for 
our present system, since the two do not differ too much in their degree 
of progressiveness. These figures are computed in Table II to eliminate 
interest paid to government trust funds and part of that paid to banks, 
which we have previously defined as a payment for services. They show 
that an individual’s contribution to the federal debt service rises much 
more than in proportion to his income, owing to the progressive char- 
acter of the tax structure. As far as the federal debt is concerned, there- 
fore, the greater interest content in high-bracket incomes is to some ex- 
tent balanced, conceivably even overbalanced for some brackets, by 
tax contributions to the debt service. 

Of the interest payments other than on federal debt contributed at 
given income levels, a very rough idea can be formed by calculating the 
proportion of total private interest payments to national income, which 
ior 1945 amounts to 6.2 per cent, and by assuming, therefore, that 6.2 
per cent of the price of everything that is bought goes for interest. The 
non-federal “interest payments’”—we shall call them “private,” al- 
though they also cover the state and municipal debt—of any person 
would then be 6.2 per cent of the volume of his purchases. (This result 


Op. cit., p. 90. 


's it? 
pro- 
luals 
hers. 
tion 
re Is 
en 
nate 
con- | 
fits, 
fits, 
r all 
Sts, 
in- 
vay 
est 
its. 
the 
ter 
Dut 
ahn 
31. 
ing 


774 THE AMERICAN ECONOMIC REVIEW [DECEMEry 


does not differ very greatly from what would be obtained by assuming 
more realistically, that part of the interest burden falls upon wages 
instead of upon prices.) In Table IT, the volume of private interest pay. 
ments at different income levels is given in accordance with what seems 
a plausible estimate of the propensity to consume at these levels, with 
certain adjustments.“ Obviously these figures have meaning only as ap 
indication of orders of magnitude, not as precise estimates, and their 
usefulness is chiefly that of tests of significance. From these figures jt 
appears that the burden of private interest falls more heavily upon 
people in the lower-income brackets. In other words, private interest 
is financed by something akin to a sales and payroll tax, and the results 
are correspondingly regressive. 


TABLE II.—Per Capita “INTEREST PAYMENTS” AT DIFFERENT INCOME LEVELS 


Income Contribu- Per Cent Other Per Cent Total Per Cent 


before _ tion to Fed- of Interest of Interest of 
Taxes erallnterest* Income Payments? Income Payments Income 

$ 1,000 10 1.0 68 6.8 78 7.8 
2,000 20 1.0 121 6.1 141 7.1 
4,000 116 2.9 201 5.0 317 7.9 
6,000 238 4.0 265 4.4 503 8.4 
8,000 376 4.7 321 4.0 697 8.7 
10,000 544 5.4 373 3.7 917 9.2 


* Adapted from table “Contributions of Taxes to Debt Service Under Assumed Postwar 
Tax System” in author’s “Public Debt and Income Flow,” Public Finance and Full Employ- 
ment, Postwar Econ. Stud. No. 3 (Board of Governors of the Federal Reserve System, 1946), 
p. 90. Based on federal interest payments at computed rate aggregating 4.6 billion dollars, 
which excludes a part of payments to banks; see text. 

b Computed by applying the proportion of non-federal interest payments to total national 
income (6.2%) to the estimated expenditures of individuals at various income levels. 


By adding together the contribution to federal and private interest, 
we obtain the total interest burden at each income level. Table IJ shows 
that this burden is practically proportional to income, over the 1,000 to 
10,000 dollar range. While this conclusion must be accepted with con- 
siderable reservation, it is nevertheless an interesting one. Worthy o! 
observation is also the fact that it is the outcome of two conflicting 
tendencies: the progressive character of the federal interest burden and 
the regressive one of the private interest payments. A major shift in 
the proportion of federal and private interest might bring one or the 
other tendency to predominance. 

Having thus worked up a rough sketch of the incidence of the interest 

™ These adjustments try to take into account the fact that a part of saved income, too, i 
directly or indirectly employed in the purchase of goods whose price contains an interest ele- 
ment. They also try to take into account the fact, working in the opposite direction, that 


many of the goods consumed chiefly in the higher brackets appear to contain relatively Jes 
interest. 
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burden, we can draw some even rougher conclusions as to the character 
of the redistribution of income produced by the interest flow. Although 
ge do not know what proportion interest receipts constitute of income 
at different levels, it is obvious that it is an increasing one. Everybody 
aorees that the relatively rich save a larger proportion of their income 
than the relatively poor, which means that their interest receipts must 
also be a larger proportion.” The results of the recent Federal Reserve 
survey of liquid assets amply confirm this belief.* Thus, interest levied 
with a roughly proportional incidence upon the various brackets is re- 
ceived predominantly in the higher brackets. This clearly makes for 
sreater inequality in.income distribution than would otherwise prevail. 
' The fact that interest payments in the various brackets are virtually 
oroportionate to income suggests that the additional inequality of in- 
come distribution produced by the interest flow is not so large as some- 
times seems to be assumed: Nevertheless, this “redistribution” via 
interest is worthy of attention, particularly in view of the effect which 
long-run changes in interest rates would have upon its magnitude. 
bviously, there are certain social implications in the impact of in- 
terest upon income distribution. An increase in rates, unless accom- 
panied by a rise in total income, would be quite a setback to the inhabit- 
ants of the lower brackets. To a man with a 2,000 dollar income, a rise 
of long-term rates by one full percentage point might eventually mean 
an added interest burden close to 50 dollars annually, once all adjust- 
ments have worked themselves out. The compensatory gain in interest 
receipts would make up for some of this, but, in the average case, cer- 
tainly not for all. At a 4,000 dollar income, the extra gross burden might 
be around 100 dollars, but the degree of compensation through higher 


| interest receipt would be better. 


Certainly these added burdens are too small to stand in the way of a 
higher interest rate policy if its adoption seems important for other 
reasons. But in the absence of such reasons, there is at least something 
to be said for low rates on the grounds of social equity. 


V. Saving and the Interest Rate 


Disquisitions about the supposed effect of the interest rate upon 
saving are apt to be shrugged off as inconclusive, unimportant, and 
rather tedious withal. Stimulated by the painful pressure of falling 
rates, however, the subject has recently come to life in various quarters, 
most conspicuously in comments about the rising cost of life insurance.” 


Mh: In additi m, many people are rich precisely by virtue of their large interest incomes, quite 
‘ncependently of whether they save much or little. 

* “National Survey of Liquid Assets,” Fed. Res. Bull. (July, 1946), pp. 574-580. 

" Monthly Letter of the National City Bank of New York (June, 1946), pp. 69-70; 103rd 
Annual Report to Policyholders for the Year 1945, Mutual Life Insurance Company of New 
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It may therefore be worthwhile to discuss the matter in the light of the 
quantitative estimates made above of the volume and distributive ef. 
fects of interest payments. 

In the first place, it needs to be pointed out that, as long as permanent 
full employment is not assured, there is a strong tendency for the total 
volume of saving to be determined by the volume of investment, plus 
or minus.the net balance of payments and the fiscal deficit (or surplus), 
It is only at full employment that the savings which the public is willing 
to make become a limiting factor; below that they largely tend to adjus 
themselves, through fluctuations in income, to the level which is indi- 
cated by the demand for them. (This does not rule out that in many 
instances savings do ‘‘cause’’ new investment, but I doubt that quanti. 
tatively these instances are very important.) Thus the immediate an- 
swer to the question of the effect of the interest rate on saving is thatit 
depends mainly on the effect of the interest rate on investment. 

Of course this is not what we are really after. The real question is the 
effect of the interest rate, not on realized saving, but on the propensity 
to save. Now as far as the incentive to save out of a given income is con- 
cerned, most economists probably would agree that the interest rate is 
immaterial within a wide range. The price effect, in other words, seems 
small. Any substantial influence must come from the income effect of a 
higher or lower rate. But here, too, results at first sight seem inconclu- 
sive. For while low rates undoubtedly hamper saving by reducing the 
income on past saving, they do, on the other hand, put additional 
pressure to save on prospective annuitants, aiming at a given retirement 
income. The net result may be either way. 

It has been argued (most illuminatingly by Professor Cassel)’* that 
at very low rates rentiers would find it so hard to live on their incomes 
that large-scale capital consumption would ensue. This, of course, is 
another full-employment argument, for so long as employment is cap- 
able of rising, any dissaving on the part of one group will tend to pro- 
duce such a rise, and will thereby occasion an offsetting increase in the 
saving of other groups.’ But even on full-employment assumptions, 
arguments alleging a substantial decline in total saving as a result oi 
lower interest rates are very vulnerable. Their weakness is that they 
consider only the plight of the interest receiver and disregard the boon 
of lower rates to the interest payer. In an earlier part of this section we 


York, p. 4; Ludwig von Mises in an unpublished address at a symposium on postwar interest 
rates, under the auspices of the National Industrial Conference Board, May, 1946. 

18 The Theory of Social Economy (New York, 1924), pp. 224-238. 

18 In conditions of full employment, dissaving would tend to produce an increase in prices 
which in turn would probably raise interest rates, and in this and other ways, would occas 
additional savings until equilibrium is reéstablished in this painful manner. 
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EMBER 
of the 3 observed the mechanism of the interest flow, how every dollar of interest 
ve ef. ; received by someone in direct or imputed form, is paid by someone else 
‘n the form of higher prices, lower wages, or lower profits. A fall in rates if 
anent reduces the income of interest receivers, and hence their ability and KC: 
total willingness to save, but it equally increases the incomes of interest vi 
, plus payers, and their ability and willingness to save is thereby increased. 
plus), If interest payers and interest receivers were equally represented along 
rilling the income scale, so that the nature of the income distribution is not : 
djust altered by the interest flow, the reduction in saving on one side should : 
indi- be balanced exactly by the increase on the other. There would then be a 
many no change in the total propensity to save at all. fn 
lanti- This view might be challenged by saying that there seems to be a 
te an- tendency to save more out of interest income than out of earned income. 
hat it This at least seems to be the impression produced by the way in which ie 
many people allow their interest on bank accounts and savings bonds, 
is the etc., to accumulate. But that impression probably has little validity. It 
onsity overlooks that decisions to save out of earned income are usually made ; 
5 con- in the light of prospects for automatic accumulation out of interest. The % 
ate is otal income, in other words, is chiefly determining for saving, not how : 
seems much of it is received in the form of interest. ; 
tofa Granting, then, that an interest flow which did not alter the distribu- 
nclu- tion of income, would not alter the propensity to save, or only very 
g the minutely, what is the real situation? We found above that the interest 
onal flow does bring about a redistribution of income, in the direction of 
ment greater inequality, because interest receipts are bunched in the higher 
brackets. Since saving habits are stronger there, the over-all propensity 
S that to save is likewise increased. The redistribution effect of the income 
comes flow is greater, naturally, the higher the interest rate and thus the size 
se. is of the flow. We therefore find confirmed the popular view that a rise in : 
; cap. the interest rate increases the propensity to save. However, it is impor- 
) pro- tant to note that, in contrast to the popular view, this is not because 
in the everybody’s propensity to save is increased. The reason is, rather, that 
tions higher interest rates shift income from those who save little to those who 
ult of save much. 
they | From this a second conclusion follows: For the “little man’ who 
boon inhabits the lower brackets, saving is made harder, not easier, by higher 
on we interest rates. Higher rates do give him a better return on his money, 
eo but what they take away from him is more. Since the better interest 
—_ return fails to make up for his reduced income, the net result probably 
is lower saving for the “little man.” ‘J 
. By industrious saving, the little man can, of course, overcome the 7 
-— odds which a high interest rate builds up against him. He may even- 


tually have enough to give him an interest income larger than his inter- 
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est payments. Toward the end of his working life, this may even be the 
normal condition, since a person’s volume of assets obviously depends 
upon his age as well as his saving habits. But a high interest rate makes 
the road to the turning point where interest receipts begin to exceed 
interest payments more of an uphill struggle, and delays the approach 
of the turning point. 

A third conclusion follows from our statement regarding the power 
of higher rates to stimulate saving. If the over-all propensity to save 
rises, the leakage from the income stream is increased and national ip. 
come will fall unless the additional saving generates an equal amount 
of additional investment. I have already expressed my doubts that 
such “‘self-investment”’ of savings can be anything but small, and hence 
a fall in income seems highly probable. 

Any quantitative estimate naturally is out of the question. Probably 
the amount goes into several billions. If, for instance, the marginal 
propensity to save of the interest payers were 30 per cent on average 
and that of the interest receivers were 60 per cent on average, thena 
12-billion-dollar interest flow would bring an increase in saving of 3.6 
billion. Assuming a multiplier of two, this would signify a drop in in- 
come of 7.2 billion, unless some of the extra saving were “‘self-investing.” 
A rise in interest rates which would lift the interest flow to 20 billion 
would then produce an income drop of 12 billion. 

All this, however, is speculation. All we can say is that changes in 
interest rates, because of their redistributive effect may, in the long run, 
lead to considerable income changes. Be it noted, furthermore, that this 
assumes that the change in interest rates is due to government action. 
If it is the result of changing investment activity, the effect of redistribu- 
tion may be partly or fully offset, or quite likely even overbalanced, by 
the effects of such activity. 


VI. Changes in Asset Values 


The interest rate also works upon national income via its effects 
upon the value of assets. Changes in market rates of interest produce 
changes in the capitalized value of income-yielding assets. The longer 
the term of an obligation, the greater its response to changing rates. For 
equities and preferred stocks, being perpetual claims, a change in market 
rates can be fully reflected in the current yield and hence in the price 
(barring the effect of the call price upon callable preferreds). | 

Such capital gains and losses, realized or unrealized, do not enter int’ 
national income. Nevertheless, they may have important repercussions 
upon income, because they are apt to affect the expenditures ol the 
capital gainers or losers. Lord Keynes always seems to have been {as 
cinated by the extra fillip which bull and bear markets appeared to 
give to the American cycle. The big movements, however, usually 4" 
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st in motion by shifting profit expectations, and are only secondarily 
influenced by interest capitalization factors. The question is how far 
movements primarily due to interest rate changes tend to create en- 
thusiasm or caution in spending. 

The crucial difference in the latter case is that interest and dividend 
income remains unchanged by the rise or fall in capital values. Even- 
tually, in fact, income will move in the same direction. In the case of a 
fal] in interest rate, bond and preferred stockholders will find that hap- 
pening quite soon, as their securities are being refunded. They will 
therefore have little incentive for capital gains spending, quite apart 
from the fact that the typical holders of high-grade securities, where 
interest rate changes are quickest to be reflected in price, ordinarily are 
not of the sanguine spending type. The large-scale capital gains on new 
government securities made by free riders and speculators in recent 
vears, which may have produced a certain amount of spending, were a 
— phenomenon not likely to be repeated soon in significant vol- 

A rise in interest rates, reducing the capital value of high-grade 
securities, likewise is apt to have little effect on expenditures, for the 
same reasons. 

The effect of interest movements on common stocks and similar 
assets, moreover, is likely to be obscured by changes in profit expecta- 
tions. In former years, these two factors tended to work in opposite 
directions —rising interest rates during booms tending to lower values 
and rising profits tending to raise them, and vice versa in depressions. 
In these cases, the influence of interest rates, of course, was completely 
swamped. During the rise of the thirties, and again during the latest 
upswing, profit expectations and interest rates have combined to push 
up common stock prices, and thus interest rates must share some of the 
meenree for the capital gains spending which may have come out 
of tl hese two bull markets. How large this share may be is very uncer- 
tain.” In contemporary British discussicns of interest policy, the danger 
of large-scale capital gains spending is given considerable emphasis. 
Lord Beveridge, for instance, mentions it as one of the two major 
obstacles to a sudden reduction of rates close to zero.” Possibly this 
emphasis results from contemplation of the extreme case of a virtual 
annihilation of the pure long-term rate. Within the more modest scope 
of contemporary American interest policy discussion, I doubt that 
more than moderate importance attaches to this angle. 

In addition to its influence over expenditures, the capitalization 


* It is worth noting that the biggest gains usually were scored in securities whose return is 
very uncertain, which in turn deprives the capitalization factor of much of its importance. 
___| Pull Em ployment in a Free Society (London, 1944), pp. 340-41. Also see E. F. Schumacher, 
Public Finance—Its Relation to Full Employment,” in The Economics of Full Employment 
(Oxford 1, 1944), p. 113. 
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factor is of considerable importance to banks and other institution; 
with a stake in longer-term securities. Particular significance attaches 
to rising rates, of course. The danger to the practical solvency of th. 
banking system probably is slight, as has been repeatedly pointed out 
The conservative portfolio structure of most banks makes it unlikely 
that any foreseeable loss of deposits to individual banks or to the system 
as a whole could force large sales of securities at a loss. The morale effects 
of a sharp drop in the market value of bank portfolios, however, might 
be considerable, for bankers and public alike might feel rather uncom. 
fortable while “‘sweating out” the return of securities to par. The former 
might react by cutting dividends and becoming hyperconservative on 
loans, while the public might begin shifting deposits in search of safety, 
Thus, a sharp rise in interest rates might have considerable repercus. 
sions. In this connection, one may also recall Mr. Seltzer’s observations 
on the possible impairment of public confidence in government credit, 
if a rise in the market rate to 5 per cent should occur with a consequent 
drop in the longest maturities to 65 or less.* 

Thus it has happened that the control of capital values in the bond 
market has become one of the most important aspects of present-day 
monetary policy. A central banker, now, shows the same concern over 
developments affecting his carefully constructed rate pattern as over 
movements in his member banks’ reserve position. To some extent, of 
course, this is the result of such commitments as exist between the cen- 
tral bank and its government for the maintenance of the price of public 
securities. But beyond that, there is the realization that major move- 
ments in security prices may prove definitely unsettling. The likelihood 
of such movements is particularly great in countries where, as in the 
United States, the maintenance of an existing rate pattern in part de- 
pends precisely upon the public’s skepticism as to its maintenance. 

It is in this light that some of the small maneuvers engaged in by 
central banks, which would otherwise seem almost microscopic, viewed 
against the magnitude of present-day credit control problems, must be 
understood. If long-term bonds are to be prevented from rising, as they 
have tended to do in the United States, it is necessary for the central 
bank to maintain the public’s liquidity preference. This it can do, in 
some measure, by occasional actions which create doubt in the public 
mind as to the stability of long-term securities. The recent removal b 
the Federal Reserve Banks of the preferential rediscount rate for short- 
term government securities seems to have been an instance of this type 
of policy. 


2 Cf. Paul A. Samuelson, “The Effect of Interest Rate Increases upon the Banking System,” 
Amer. Econ. Rev., Vol. XXXV, No. 1 (Mar., 1945), pp. 16-27. a 

3 “Ts a Rise in Interest Rates Desirable or Necessary?”, Amer. Econ. Rev., Vol. XXXV, 
No. 5 (Dec., 1945), p. 844. 
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VIL. Special Sectors 


The growth in the debt and the drop in interest rates which accom- 
panied it have combined to produce serious income problems for several 
special sectors of our economy. Among these are (a) rentiers, (b) en- 
dowed institutions, (c) the United States government, and @) in a 
reverse sense, the commercial banks. We shall attend to them in that 
order. 

A. Rentiers. A small saver who retired a few years ago with accumu- 
lations of 10-20,000 dollars has experienced all the misfortunes which 
could befall him in a well-organized economy. During the greater part 
of his working life interest rates were high, which made saving harder 
for him, since his income presumably was low. He was hit by the de- 
pression and may have sustained some losses, and may also have had 
to dig into capital if he lost his job. Then, when he reached the point 
where the growth of his capital began to make his interest receipts 
greater than his payments, so that he might have benefited from high 
interest rates, these declined. Eventually taxes went up and rising prices 
contributed to his whipsawing. 

This list of woes shows up the serious plight today of the small rentier. 
It also shows, however, that interest rates are only one of his problems, 
and probably not the main one. Moreover, many small rentiers are 
contractually protected against falling rates, through the provisions of 
their pension funds and their insurance policies.“ The war, moreover, 
has provided compensation in some cases, through the rising value of 
homes and opportunity to return to work, for instance. 

The large rentier, although in many respects harder hit, is better off 
in that to him capital consumption is an additional resource, while the 
small rentier has to rely on it in any case. Where trust restrictions and 
other obstacles prevent this, the situation of large rentiers can become 
difficult 

All in all, there can be no question that the position of rentiers is be- 
coming increasingly difficult and that the fall in interest rates is an 
important contributory factor. To the rentier interest is much more im- 
portant as income than as cost, in contrast to younger savers in the 
lower-income brackets. And, unlike these, he is defenseless, because he 
usually cannot earn any more. With others of his kind, he forms a dis- 
persed and therefore weak group which deserves more national consid- 
eration than it is getting. 

At the present time, unfortunately, we have next to no statistical 
knowledge of the magnitude of the problem. But even if the number of 
people partially or wholly dependent upon interest receipts should turn 

* It is reported, for instance, that of the lump sum payments made by life insurance com- 


panies, about 40 per cent in recent years were left with the companies at interest at a rate de- 
termined by the original policy. 
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out to be very important, there are serious doubts whether the interes, 
policy of the country should be guided primarily by this fact. Mor. 
over, a rise in rates would hurt rather than help many, by depressing 
bond values. It would provide better yields only as such bonds mature 
a rather poor prospect for people in their sixties and seventies. At most. 
one may argue that a further reduction in rates should be postponed, 
unless there are strong reasons favoring such action. The best solution 
perhaps would be to provide special securities,* with a limitation upon 
total holdings, or to create similar facilities via savings banks. Series — 
savings bonds are a step in this direction, although ten years are a long 
time for some people to wait for their 2.9 per cent. Perhaps some more 
substantial subsidy would be in order. Rentiers cannot demand that 
overall interest policies should be formulated primarily to suit their 
needs, but they are entitled to some protection against the treatment 
they are undergoing now. 

B. Endowed Institutions. Academic readers need no explanation oj 
what low interest rates are doing to endowed educational, scientific and 
charitable institutions. But here, even more than in the case of rentiers, 
it seems clear that the quantitative importance of the problem does not 
warrant a major modification of overall interest policy, unless that policy 
happens to find itself on the margin of indifference in every other re- 
spect. It is true that on the qualitative side endowed institutions havea 
strong claim to consideration, for expenditures for education and re- 
search add more to our standard of living than almost any other. The 
amounts involved, however, are small. 

Total income-producing funds of American foundations were esti- 
mated at $1,074 millions in 1940, on which an income of $30 million (not 
all of it interest) may have been received.” The total income-producing 
assets of all endowed institutions were estimated at $7-9 billions in 
1930.27 If subsequent accretions were roughly balanced by losses, this 
sum today might produce an income of around $300 millions. Even if all 
of this were interest (in our sense), it would only be 2.5 per cent or less 
of the total estimated interest flow. 

Again the most adequate solution would be the issuance of special 
federal securities.22 This would recognize the special importance 0 
endowed institutions without encumbering overall interest policy with 
undue concern for relative minutiae. 

C. The Government. There is little doubt that, in the mind of the 

% Cf. John H. Williams, “The Implications of Fiscal Policy for Monetary Policy and the 
Banking System,” in Postwar Monetary Plans and Other Essays (New York, 1944), p. 100. 

% Geneva Seybold, American Foundations and Their Yields (New York, 1942), p. 151. 

#7 This does not include the land and buildings employed by such institutions for their 07 
use. Trusteeship of American Endowments (New York: Wood, Struthers and Co., 1952), P- 39 

%8 This suggestion was made by David McCord Wright in The Creation of Purchasing Powe 
(Cambridge, 1942), p. 219. 
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iterest public, the main reason for keeping interest rates low and perhaps push- 
More. ‘ag them down further is the cost of the public debt. I shall endeavor to 
essing show that, as a major determinant of interest policy, the cost of the 
ature, public debt is greatly overrated. 
most, In the first place, the net amount of federal interest payments is con- 
oned, siderably smaller than it would seem. The total annual payment on a 
lution $260 billion debt, at a computed rate of close to 2 per cent, is slightly over 
| Upon $5 billion. But of this unquestionably impressive sum, as much as $1.3 
ries E billion is recouped by the Treasury, through taxes on the marginal in- 
a long come represented by public debt interest receipts and by payments into 
more government trust funds.?® This reduces net payments to slightly less 
1 that HP than $4 billion. 
their In the second place, part of the government’s interest payments have 
tment a special character which puts them into the category of desirable 
subsidies. Part of the payments to banks, i.e., those which the banks 
ion of need to cover part of their running expenses, are in this class. An at- 
c and tempt to reduce public interest payments to the banks below the level 
itiers, required to cover these expenses, would not relieve the public of paying 
es not for the operation of our monetary system. It would merely change the 
Dolicy form of these payments which would then have to be made partly 
er re- through service charges. Another desirable subsidy element is contained 
ave 8 in E bond interest, in so far as this goes to alleviate somewhat the plight 
id re- of rentiers. 
. The In the third place, the federal interest charge is in some respects less 
ofa burden upon the economy than other types of government outlays. 

esti- Interest payments are not “exhaustive” expenditures; they do not, like 
1 (not military expenditures, absorb productive resources which otherwise 
ucing would be available to the economy. Thus, their damaging effects are 
ns in limited mainly to the harmful impact of the necessary taxes upon in- 
, this vestment, to the greater inequality of income distribution which they 
if all produce, and to their tending to crowd other desirable expenditures out 


r less of the budget. 

Withal, it cannot be denied that the federal interest charge is an 
important matter, and that it represents a powerful argument against 
higher interest rates. The danger is that this argument might become 
all-powerful because it is so much in the public mind and because, like a 


tumor, it constantly presses against the consciousness of public officials. 
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f the It should be viewed in its proper proportions and in relation to all other 
nd the ‘actors bearing upon interest policy. 
0. D. The Commercial Banks. The income problem of the banks differs 


ir 
39 


Powe 


very notably from that of the sectors surveyed before: they earn, not 
too little, but, in the opinion of many observers, too much. Actually, the 
problem of high bank earnings is a potential rather than real one. Before 


"Cf. Public Finance and Full Employment, p. 86. 


i 
> 
i 
Aes 
iy 


784 THE AMERICAN ECONOMIC REVIEW [DECEMBE; 


Hiroshima, when another year or so of war was expected, with a depres. 
sion thrown in at the end, it was anticipated that bank holdings oj 
federal securities and hence their earnings might continue to expang 
greatly. The favorable course of developments has kept bank earnings 
far below these expectations. 

In 1945, net current earnings before income taxes of Federal Reserve 
member banks amounted to 11.5 per cent on their capital accounts, 
which was brought down to 7.8 per cent by income taxes. A reduction o 
about $135 million® in interest receipts would suffice to reduce this ratip 
to the average return of 6.5 per cent estimated for all corporations in 
1945.** This would leave untouched the additional 3.2 per cent retum 
realized through profits and recoveries in excess of losses, which do not 
constitute regular income. 

Generally speaking, therefore, concern over high bank earnings 
applies not so much to what is now as to what might happen if short- 
term interest rates were allowed to rise, or if the banks shifted heavily 
into longer maturities. Even if bank earnings should rise substantially, 
one may perhaps ask why large earnings of one group should become a 
cause for extreme concern while the hardships of other groups fail to 
attract much attention. But since high bank earnings come so largely 
out of the public purse, there is the distinct danger of political attacks 
upon banks, and in this sense there is real cause for concern. 

It would be very unfortunate, however, if bank earnings should be- 
come a major determinant of our interest policy. Of this there now seems 
some danger. Instead of allowing interest policy to be straight-jacketed 
by this anorganic criterion, an ad hoc solution should be found. Many 
have been proposed, the latest being the three alternative suggestions 
made by the Board of Governors of the Federal Reserve System in its 
recent annual report.*? They would give the Board more freedom in its 
general interest policy while protecting the Treasury against higher 
interest costs and the banks against the consequences of excessive in- 
come from the government. 

There is another income problem affecting the banks which derives, 
not from high earnings on low-interest public debt, but from the decline 
in interest rates and risk premia on other securities and loans. It was 
pointed out earlier, in connection with the discussion of the risk element, 
that very low interest rates tended to drive down the risk rate. Lenders 
are forced to reach out for less secure investments in order to obtait 
what looks like a good return. There is some evidence that many smaller 
banks, accustomed to high rates of return and not favored by large 
deposit increases, have been forced to reach out in this manner and have 


*° For all commercial banks the amount would be slightly higher. 
*t National City Bank letter, April 1946, p. 47. 
® Annual Report of the Board of Governors of the Federal Reserve System for 1945. 
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lepres. thereby weakened their position.* The importance of, and probable 

Ings of consequences of, this trend are as yet impossible to assess. It may be, 

xpand [MEP however, that in the next depression the difficulties experienced by weak 

irnings lenders may present us with a not inconsiderable bill for this feature of 
our easy money policy. 

eserve 


VIII. Toward a Zero Rate? 
ounts, 


tion of In some quarters, particularly in Britain, there has been serious 
S ratio discussion of the possibility of a zero long-term rate.* It is felt that if 
ions in S the long-term rate is primarily a risk premium, paid to overcome 
return [MM liquidity preference, then by eliminating this risk through complete 
do not stabilization of the bond market, the authorities could bring the rate to 


close to zero. A few additional controls would suffice to snuff it out alto- 
rnings Je gether. It has been argued that this would be the sensible thing to do in 
short- fe the face of a constant tendency to oversave. If people continued to 
eavily [i court stagnation by trying to save more than the economy could invest, 
tially, [i they should at least not be paid for doing so. 
ome a These thoughts are not without logic. But the proposal to push in- 
fail te terest to zero brings us face to face with the fundamental question of the 
argely continuance of our capitalistic system. Interest is both an outstanding 
ttacks symbol of this system and a basic element of its most characteristic 
institutions. If we do away with interest, will the rest of the system 
Id be- stand? With banking and the capital market greatly weakened, the 
seems building of personal fortunes further impeded, the whole concept of a 
keted return to ownership undermined, what kind of economy would we be 
Many going into? 


stions It seems futile to think of curing the illnesses of the capitalistic system 
in its by amputating one of its vital organs. It would also be dangerous and, in 
in its a sense, a little presumptuous. The danger would be in the existence of a 
vigher fixed policy commitment—a new element of rigidity. If conditions 
ve in- should arise tending to revive interest, the policy would have to be 
enforced by additional controls or abandoned in disorder. 

rives, The presumption would be in the attempt to eliminate a phenomenon 
acline with a long historical background which is deeply ingrained in our 
twas # thinking, not to say in our nature. It cannot be claimed that there is a 
nent, historical down-trend in interest rates destined to glorify our age with 
nders J ‘ts culmination. Three hundred years ago, the rate on high-grade risks 
btain # charged by Dutch investors was about 3 per cent. Before the French 
aller revolution, the rate in France was 23-33 per cent.** Through fairly long 
large periods of the 19th century, long-term rates were as low as 2}~3 per cent. 
have Taking the historical approach, we ought to be impressed, rather, by 
"Cf. J. H. Riddle, Debt Management and Interest Rates (New York, 1946). 

“Cf. n. 21, p. 779, 

~ Cassel, Theory of Social Economy, p. 202. 
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the extraordinary ability of interest rates to recover to high levels. x 
during the 1920's. In this perspective, the present decline in the rat, 
tells us very little as to where it will eventually be going.** 

If we should be facing continued stagnation of private enterprise, ; 
further decline in rates may be desirable and proper. In the long ry, 
however, stagnation probably would bring the capitalistic era to an eng 
in any case. But over a long period of time, the outlook for stagnation 
depends not only on investment outlets, but also on the propensity t, 
save. If the latter should adjust itself to low capital requirements, yw 
might have a very limited investment activity with nevertheless active 
competition for available funds. 


Conclusions 


Our discussion has confirmed, I believe, the view put forward at the 
outset, that the interest rate today is more of a factor influencing the 
volume and distribution of income than an instrument of cyclical con- 
trol. It has also yielded several conclusions about current interest policy, 
which I proceed to summarize. 

1. We have found no single overriding consideration calling for any 
particular kind of overall interest policy—higher rates, lower rates, or 
stable rates. Instead, we have come across a number of separate 
desiderata, many of them in conflict with each other and none weight) 
enough by itself to swing the issue. This is quite in line with the rather 
diffuse effect now characteristic of the interest rate. 

2. Nevertheless, among these diffuse factors there are several which 
argue strongly against an extreme policy in either direction—a sharp 
rise or a sharp reduction in rates. The danger of a downward spiral, the 
need to maintain confidence in the public credit, and the position of the 
banks practically prohibit a severe tightening of credit. The danger o! 4 
wild boom in capital assets, the problems facing rentiers and endowed 
institutions, and the uncertainties of the future speak strongly—perhaps 
not quite so strongly—against a reduction in rates close to zero. But 
within reasonable limits, none of these aspects can be said to rule out 
any particular policy. 

3. The needs of certain sectors and the requirements arising from 
particular conditions, which may be in conflict with the policy actua.) 

* In the long run, I have no doubt but that economic forces rather than policy are cetermit 
ing for the level of interest rates. At any given moment, policy probably can fix rates at 
level it wants to, within reason. But if this level is very far out of touch with basic trends, the 
results of such policy are apt to burst out at the seams of the economy in ways familiar \ 
the reader. These consequences are apt to force a reconsideration of policy, to bring it more in 
harmony with conditions produced by the trend of investment and saving. It is in this sens 
that the above remark must be understood about where the interest rate will eventually ® 
going. Although at any given time the rate is determined by policy, policy itself is influence 
to a large extent by the factors which in its absence would determine the rate. 
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sursued, are often capable of being met, at least in part, by ad hoc 
Solutions. If interest rates are low, the problems of small rentiers and 


S -ndowed institutions could be met by special limited issues of higher 
upon securities. The need for cyclical regulation of credit could be 


‘salt with by operating directly on availability, instead of via interest 
rates, Embarrassingly high bank earnings could likewise be handled 
outside the main stream of interest policy. 

4 The demands and needs which cannot be taken care of in this form 
must becompromised by overall interest policy. The policy best suited to 
reconcile conflicting claims would be one of stable rates for the present 


Sand also for the foreseeable future, unless long-run depression should 


develop. In that case, a moderate further reduction in rates would be 
desirable. This view rests upon the following considerations: 


(2) Under present conditions of high income and inflationary pres- 
sure, the aspects calling for lower rates —more equal income distribu- 
tion, reduction in overall propensity to save, and stimulation of in- 
vestment—lose much of their importance. They would gain weight if 
long-run deflation trends should develop. 

(b) The cost of the public debt, which likewise speaks in favor of 
lower rates, is less important than its dollar amount would indicate, 
and should not be allowed to weigh heavily in our considerations. 

(c) Factors suggesting higher rates—inflation control and the needs 
of rentiers and endowed institutions—likewise do not carry enough 
weight to make them decisive, particularly when they can be dealt 
with by ad hoc measures. They do, however, add to the case against a 
further lowering of rates now. 

(d) Under present conditions, stability in the value of capital 
assets is preferable to a sharp move in either direction. This stability 
would be aided by stable rates. 


The general picture of interest policy which thus takes form is one of 


} increasing compartmentalization of the market and an absence of fixed 


commitments. This will enable us to deal with special aspects on their 
own merits, and to meet broader situations as they develop. 

The proposed approach is very much at variance with diverse alterna- 
tives of public debt policy currently proposed—refunding of the debt 


p at higher rates, uniform conversion of the debt into consols, or sharp 


reduction of rates. It is much closer to the policies actually being 
pursued. It suggests, however, that the practice of market differentia- 
tion already adopted in an embryonic form should be carried to its 
logical conclusion, and that more attention should be given to the 
oroader impact of interest rates and less to special factors like bank 
earnings and budgetary costs. 
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THE BURDEN OF IMPORT DUTIES 
By R. 


I 


John Stuart Mill once wrote: “ ...a tax on imported commodities 
... almost always falls in part upon the foreigners who consume our 
goods; ... this is a mode in which a nation may appropriate to itself 
at the expense of foreigners, a larger share than would otherwise belong 
to it of the increase in the general productiveness of labour and capital 
of the world, which results from the interchange of commodities among 
nations.’”! 

Thus Mill lays down the principle that a country by imposing import 
duties can force foreigners to bear taxes. By ‘“‘foreigners,”’ Mill does not 
mean foreign producers of products subject to duties when sold abroad 
A case might be made for the view that duties are sometimes shifted 
“backward” to the producers of taxed items. It might be argued where 
duties are imposed upon sugar imports, for example, that the price oi 
sugar received by foreign sellers would decline relatively to the price in 
the absence of the tax and that. therefore, they are bearing at least part 
of the burden. Discussions of the burden of import duties have some- 
times been conducted along these lines.? But Mill’s views are quite 
different from these. He would deny that foreign producers might be 
forced to bear even a part of the burden of import duties of sugar-using 
countries and states positively: “It is the foreign consumer of our ex- 
ported commodities who is obliged to pay a higher price for them be- 
cause we maintain duties on foreign goods.’* If we adhere to Mill's 
theories, we must say that foreign buyers of U.S. exports are bearing 
part of the burden of U.S. import duties. 

Mill developed his conclusions concerning the burden and effects oi 
import duties with the concept of reciprocal demand. This technique of 
analysis was taken over, improved, and made moie definite by the neo- 
classical school, including Edgeworth, Marshall, and Pigou. These out- 
standing thinkers in the field greatly refined the reciprocal demand 
technique without, however, reaching conclusions concerning the burden 
of import duties differing substantially from those laid down by Mil 

* The author, assistant professor of econom‘cs at the University of California, acknowledges 
indebtedness to his colleagues, Professors Howard S. Ellis and William Fellner, for help! 
criticisms of this paper. 

1 J.S. Mill, Principles of Political Economy, Ashley ed. (London, Longmans Green, 1909), ps 
854. 

2 Cf. Otto von Mering, The Shifting and Incidence of Taxation (Philadelphia, 1942), pp. 150- 
151, 182; of. Bastable, Public Finance, 3rd ed. (London, 1903), pp. 572-573. 

3 Mill, op. cit., p. 655. 
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Edgeworth, who calls Mill’s exposition of international trade theory 

surpassed,’ examines the implications of the concept of reciprocal 
iemand and Mill’s doctrine that import duties are borne in part by 
foreigners, placing himself on the side of Mill in opposition to the critics 
n import duties are borne by consumers of taxed imports.° 


who cl 
Marshall likewise endorses the Mill view of the incidence of import 
ities duties and is much concerned about the obstacles they interpose to in- 
Or ternational trade.® Pigou differs only slightly from Marshall as far as 
itself the subject of import duties is concerned, but his remarks are nonethe- 
long less interesting from the point of view of tax theory because Pigou at- 
pital tempts to integrate the Mill theory of the burden of import duties with 
mG taxation theory generally. le” comes out unequivocally for the posi- 
tion that import duties “ . . . will also always exact some contribution 

port from foreigners.””? 
daar The achievements of the neo-classical writers in international trade in 
ws : nnection with the effects of import (and export) taxes are of course 
ited impressive. Not only is it argued that import duties fall in part upon 


re reign consumers, but the burden of import duties is shown to be sym- 
ical with export duties, if it is assumed that the tax is levied in ex- 
rt goods, or if levied in money, the “proceeds” are spent upon export 


pe 

goods.’ Unlike many features of neo-classical economics, its theory of 

the incidence of import (and export) duties is couched in terms of gen- 

eral equilibrium analysis. It even takes account, as some students of 
blic finance say one ought, of how the government spends the tax 


pul 
proceeds.?® 


‘F. Y. Edgeworth, Papers Relating to Political Economy (London, 1925), Vol. II, p. 20. 
§ Thid., pp. 13-14. 
*‘ Marshall’s comments upon this problem are set forth in Money, Credit, and Commerce 
1923), Chapts. 9, 10, and Appendix J. 
, A Study in Public Finance (London, 1929), p. 207. Italics are in original. 
. Lerner in his article “The Symmetry between Export and Import Taxes” (Eco- 
1, N.S. 3 [1936], pp. 306-313) refutes Edgeworth’s doubts to the contrary and also 
lops a formal technique for showing the burden of import and export taxes, however 
taxing government “spends the tax receipts.” The symmetry argument is also presented by 
p. cit., p. 183) and by Pigou (op. cit., p. 203). 
* M. Slade Kendrick has criticized the neglect in neoclassical tax theory of “how the govern- 
ment spends the tax proceeds” and urges that where tax revenues are earmarked for particu- 
itures, such as the yield of gasoline taxes, the public expenditures effect should be 
led in discovering the tax burden (“Public Expenditures in Tax Theory,” Am. Econ. 
_Yol. XX, No. 2 [June, 1930], pp. 226-230). His criticism does not apply to the neo- 
sical treatment of import duties since it does take account of government expenditures. 
neo classical position, as far as import duties are concerned, is perhaps more in accord 
‘he suggestions of Alfred G. Buehler that one should go all the way and take account, in 
ory, of how the government spends the revenue whether earmarked or not. (Cf. “Public 
tures and the Incidence of Taxes: Some Theoretical Considerations,” Am. Econ. 
-XXV IIT, No. 4 [Dec., 1938], pp. 674-683). My opinion concerning the proper way of 


ng the relation between government expenditures and tax theory is set forth below, 
pp. §()9- 11. 
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Yet with all due respect to the brilliance of Mill’s arguments and the 
careful analytical support they have received at the hands of Edge. 
worth, Marshall, Pigou, and others, one may properly doubt the cop. 
clusion that foreign consumers of U.S. products bear part of the burden 
of U.S. import taxes. The neo-classical preoccupation with real matters 
such as the terms of trade, to the exclusion of monetary mechanics. 
alone makes it suspect. The lack of symmetry between their arguments 
concerning the incidence of internal taxes and of import duties als 
creates doubt as to the general validity of the theory. 

In place of the neo-classical view, I shall propose first that the burden 
of import duties always rests upon a certain economic segment of the 
country levying the import duties and mot upon foreigners, and second 
that this segment is mot the consumers of taxed imports. It is, on the con- 
trary, those who own resources, both human and non-human, in the 
export industries and those who own resources competitive with re. 
sources located in export industries. These people bear the tax in the 
form of a reduction in their money incomes in a fashion analogous toa 
partial proportional income tax (with no exemptions) collected at the 
source. They must sacrifice money income equal to the yield of the tar 
to the Treasury. This position differs therefore not only from the neo- 
classical view of the burden of import duties, but also from the theory 
developed with the use of partial equilibrium technique concluding that 
domestic consumers of the country imposing import duties bear such 


taxes.!° 
II 


The essentials of the neo-classical argument concerning the incidence 
of import duties may be presented graphically by the use of reciproca 
demand schedules (See Figure 1). Suppose that two countries, the 
United States and England, carry on their foreign trade in only two 
commodities and that there are no other international transactions: the 
balance of trade and the balance of payments are identical. England sels 
whiskey to the United States, and the United States sells cotton to 
England. In Figure 1, OA shows the amount of American cotton (meas 
ured along OX) which will be exported for various quantities of whiske; 
imported (measured along OY) from Britain. Likewise, OF measutts 
the export supply schedule of British whiskey in terms of cotton. Ti 
schedules may be visualized readily if it is supposed that traders in t 
United States buy cotton with dollars, export the cotton to Englant 
sell it for pounds, buy whiskey in England with all the pounds so 0» 
tained, and export the whiskey to the United States where it is sold 

10 Such is the argument of Professor Lionel Robbins and Mr. G. L. Schwartz presented 


the work of Sir William H. Beveridge and others, Tariffs: The Case Examined (London, 1932 
p. 173. See also in fn. 2 above. 
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jollars. If the traders’ costs may be considered to be zero, and if perfect 
-ompetition prevails among traders at every stage, traders will increase 
eyports of cotton and imports of whiskey to the “break-even” point, 
shown as P in Figure 1. 

As a limiting case, one which Marshall regards as an “Exceptional 
Demand” case, let it be assumed that England’s demand for U.S. cotton 
has an elasticity of unity within the relevant range." In Figure 1, this 
case is illustrated by showing the relevant portion of OE, i.e., CE, as 


A A 


E 
0 S M 
U.S. EXPORTS (Cotton) 
FIGURE 1 
perpendicular to the OY axis. Still following the neo-classical argument, 
suppose now that the United States levies a duty upon whiskey imports 
to be paid in exports.” With the imposition of the tax, the terms upon 


which the traders will now export cotton in exchange for whiskey 
hange, as s indicated i in the shift to the left from OA to OA’. If, as is 
assumed in Figure 1, the English demand for cotton has an elasticity of 
nity within the relevant range, the tax leaves the volume of American 

iports of whiskey unchanged (P’M’=PM) whereas the volume of 

U.S. exports of cotton falls (measured by M’M). Thus Mill’s conclusion 
appears to follow, namely that in these circumstances, English con- 
lers of cotton bear all of the tax imposed by the United States upon 


] 


are in — English consumers of cotton must pay higher prices 


‘or cotton. On the other hand, U.S. consumers of English whiskey, their 


Marshall, op. cit., p. 385, fig. 22. 
ernatively, we may assume as do Marshall, Pigou, and Lerner, that the tax is levied 
. in money with the proceeds spent by the government to acquire cotton (or the 
sources producing cotton). Cf. fn. 9 above. 
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supply being unchanged, pay no more in dollars than before the imposi- 
tion of the tax. 

If, on the other hand, OE has a negative slope within the releyan 
range, a tax upon whiskey imports will result in the United States get. 
ting absolutely more whiskey while giving up absolutely less cotton: an 
thus the logic of the Mill argument leads to the conclusion that in thes. 
circumstances foreign consumers bear an amount greater than the yield 
of the tax."* Yet another possibility, one which Marshall regards as be- 
longing to the “‘Normal Demand”’ class of cases, is found where OF 
(Figure 1) has a positive slope throughout. In this case, Marshall argues 
that a country cannot shift all of the burden of its import duties upon 
foreigners, but must in part bear its own import duties. These cases, he 
analyzes in some detail." 

What Mill, Marshall, Edgeworth, Pigou, Lerner, and others have 
demonstrated by this type of argument is that import duties (and their 
arguments apply equally to export duties) may shift the terms of trade 
in favor of the country levying the import duty. By thinking of import 
duties as levied in kind, they assume that changing the terms of trade 
favorably to the taxing country is identical with making foreign con- 
sumers of exports bear at least a portion of the burden of the tax. Pigou 
goes so far as to define the foreign burden of import duties along these 
lines." 

But it is not true that import duties are levied in kind; furthermore, it 
should not be assumed that the government “‘spends the money” upon 
exports or their equivalent. Import duties may be and indeed are levied 
without revenue considerations in mind, and the extra yield may merely 
mean that other taxes are not increased or the government deficit is 
smaller (or the surplus larger) than would otherwise be the case. An 
ideal theory of tax incidence is one which explains who bears the tai 
under any of the great variety of actual conditions. 

In advanced economies, taxes are levied in money, and the expla- 
nation of the burden of import duties must be consistent with this fact 
Fortunately we need not abandon the reciprocal demand technique even 
if we recognize that international trade is conducted in terms oi money, 
that import taxes are paid in money, and that a market for foreign 
exchange exists, provided we are willing to assume, as a simplify ing Case, 
a foreign exchange market which is automatically self-adjusting.” 


13 Marshall, of. cit., p. 348 and fig. 16, p. 347. 

4 Thid., pp. 344-345, figs. 13, 14. 

46 Pigou, op. cit., p. 204. 

16 The analysis of this paper will, throughout, be in terms of fluctuating exchanges. This 
leaves open the question of the determination of the burden of import duties with other typ 
of exchange situations, such as fixed exchanges with gold or other international money flows. 
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fa freely fluctuating foreign exchange rate is postulated, the re- 
ciprocal demand technique can be applied directly as follows: Returning 
to Figure 1, select any point R on schedule OA and extend perpendicu- 
lars to the axes OY and OX, giving points T and S. Thus OS measures 
the amount of cotton which U.S. cotton producers are willing to export 
provided that OT quantity of whiskey is obtained in return. U.S. pro- 
ducers are willing to export OS cotton for OT whiskey because the quan- 
tity of whiskey OT will sell for the number of dollars necessary to call 
forth the production and export of OS quantities of cotton. With a 
freely fluctuating foreign exchange rate, the dollars acquired by British 
exporters become the dollar income of U.S. cotton exporters. British 
exporters acquire dollars by selling whiskey in the United States market. 
They then trade these dollars for pounds. Likewise, and for the same 
reasons, the pounds acquired by U.S. exporters of cotton become, 
through the exchange machinery, the pound income of British exporters 
of whiskey. 

The position and shape of an export supply schedule of one country in 
terms of the import of the other, under the simplifying conditions as- 
sumed, depends upon the local demand for the imported item, the local 
demand for the portion of the exported item retained at home, and the 
local costs of producing the item. One of these may dominate and de- 
termine the shape of a reciprocal demand schedule. If, for example, the 
English demand for U.S. cotton has an elasticity of unity in terms of 
pounds, British exporters of whiskey, given their costs and the English 
demand for whiskey, will export a certain quantity of whiskey regard- 
ess of the quantity of cotton imported. There is, in such circumstances, 
only one quantity of whiskey which they are willing to export for a given 
number of pounds. By the assumption that the British demand for 
cotton has an elasticity of unity, the quantity of pounds initially ac- 
quired by U.S. exporters of cotton becomes independent of the quantity 
exported. There is one quantity of whiskey to be exported which, given 
the state of competition among British whiskey producers, will maxi- 
mize their income position. In such circumstances the English supply 
schedule for the exportation of whiskey in terms of cotton can be shown 
as a line QE perpendicular to OY (Figure 1). If, on the other hand, the 
dollar demand for English whiskey has an elasticity of unity, the supply 
s hedule of cotton exportation in terms of whiskey may be shown as a 
ine perpendicular to the OX axis (not shown in Figure 1). 


villing to make Marshall’s assumption that “in the long run’”’ international demands 
are independent of money (Marshall, op. cit., p. 184), conclusions reached for fluctuating ex- 
hanges apply with equal force to fixed exchanges. No such assumption will be made here. An 
anal, sis of the effects and burden of import duties in a setting of fixed exchanges will be ex- 
plored on another occasion. 
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With any given dollar demand for whiskey, the greater the costs oj 
producing cotton, the less will be the amount of cotton exported for any 
given amount of whiskey. Thus any increase in the costs of producing 
cotton, resulting, for example, from the imposition of an export tax jy 
dollars upon the sale of cotton abroad, will shift the supply schedule {or 
cotton in terms of whiskey to the left. For the same reason, any import 
tax upon whiskey will, by reducing the number of dollars reaching the 
hands of U.S. exporters of cotton, shift the supply schedule of cotton jn 
terms of whiskey imports to the left. If U.S. production of cotton for 
export is independent of the dollar price of cotton, as it would be if re. 
sources were completely specialized to the production of cotton for ex. 
port (possibly only for a range), a tax either upon whiskey imports or 
cotton exports will reduce only the money earnings of resources in cotton 
production and not affect the supply schedule in any way. Such a sched- 
ule is “non-shiftable” and has some importance in the following dis- 
cussion.!7 

With this background we may now proceed to our main task of iso- 
lating the burden of import taxes. We suppose at this stage that the 
total demand for output is constant in both the United States and Eng- 
land or, in other words, that the national money income (gross and net 
is constant. But we specifically do not assume that real income is con- 
stant. All products and all productive services are assumed to be com- 
petitively priced, which means, among other things, that all markets ar 
continuously cleared and that there is no rationing of buyers or sellers 
by methods other than price. This means further that we are assuming 
full employment in the sense that markets for the many varieties 0! 
labor services are cleared as well as other markets."® 

Before any U.S. import tax is imposed upon whiskey, let us consider 
trade to be already under way and in equilibrium in the sense that the 
earnings of resources engaged in producing for export in both countries 
are equal to the earnings of resources employed in industries producing 
for domestic sale, to the extent that resources have alternative uses 
The quantity of cotton exported (per unit of time) sells, let us say, ‘or 
1 million pounds in England and the quantity of English whiskey ex 
ported sells, say, for 5 million dollars in the United States. Al! pounds 
are supposed to be traded for all dollars, giving an exchange rat 
$5 = £1. The trading may be pictured graphically by the use of ordinary 
demand schedules in Figures 2 and 3. Figure 2 shows the dollar deman¢ 


17 Recriprocal demand schedules, it may be noted, do not require the assumption 0! (om 
stant costs. They may be used with any cost pattern. 

18 T am aware that some Keynesians deny that competitive pricing is a sufficient : 
for full employment, but I believe their position to be wrong. The point is too involves ' 
settled in the present discussion, but the position can be made explicit. 
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i.e., the dollar price of whiskey to U.S. buyers minus the tax per unit of 
whiskey.!® 

An ad valorem tax is assumed and therefore the net demand schedy}: 
TT’ (Figure 2) has the same elasticity as the demand schedule Dp’ 
compared for identical quantities sold. With a tax of 20 per cent of 
the value of whiskey, the yield of the tax will be 1 million dollars 
(one-fifth of five million dollars) for the same rate of importation oj 
whiskey. The volume of importation and the dollar price of whiskey 
may of course change, but the initial task is to discover who has the in- 
centive to change his operations because of the presence of the tax. 

The analysis may be most conveniently set forth by a close examina- 
tion of the following limiting cases: (1) A fixed supply of cotton for 
export; (2) An English demand for cotton of an elasticity of unity; (3 
An English demand for cotton of an elasticity of less than one; (4) An 
English demand for cotton of an elasticity of more than one. 


Case 1. A fixed supply of cotton for export. 

If the supply of cotton is fixed in terms of whiskey because the supply 
of cotton is fixed in terms of dollars, resources located in the cotton in- 
dustry must be perfectly immobile. When the tax is imposed, it will 
reduce the dollar receipts of English exporters of whiskey by 1 million 
dollars. English sellers of whiskey may anticipate this outcome and, in 
an effort to recoup, ship less and thereby obtain a higher dollar price. 
On the other hand, they may take an experimental attitude and con- 
tinue to export unchanged amounts, in which case their optimism will 
be justified. Although immediately they find themselves with 1 mil- 
lion fewer dollars, this is a matter of little concern to them since they 
calculate their gains and losses in terms of pounds. When British sellers 


dollars have been paid to the United States Treasury in settlement oi 
import taxes), United States exporters of cotton are clearly the losers 
Upon selling pounds, United States exporters of cotton receive 4 million 
dollars instead of 5 million dollars and hence they lose 1 million dollars 
in income. As a consequence of the tax, the exchange rate moves irom 
$5 = £1 to $4=£1. Thus we find that the people who are out the mone) 
which the Treasury receives are U.S. producers of exported cotton.” Ii, 
as we have supposed, resources located in the cotton export industry at 


18 This follows Edgeworth’s procedure of subtracting the tax from the demand s her ule 
(Papers, Vol. II, pp. 68-69). The conventional method of adding taxes to costs is unduly clums) 
for present purposes. 

20 This conclusion is consistent with the neo-classical doctrine that import duties are s)™ 
metrical with export duties (Lerner, Economica, N.S. 3, pp. 306-313). If export taxes yie! ng 
one million dollars are supposed, the incidence is precisely the same as stated in the text.’ 
either case, U.S. exporters sacrifice the money which the Treasury receives. 
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-ompletely tied to this field, resource owners lose precisely what the 
Treasury gains and they are not in a position to do anything about it." 
\]| resources located in the cotton industry receive, as a result of the 
‘ax, smaller dollar incomes by the amount of the yield of the tax. 

[he terms of trade, under the conditions laid down, are unchanged. 
lhe quantity of cotton exported, by the nature of the assumptions, re- 
mains unchanged. The English exporters of whiskey have no incentive 
hecause of the tax to do anything differently. They realize exactly the 
same price for whiskey in terms of pounds as before the tax, and thus the 
juantity of whiskey exported to the United States remains unchanged. 
The dollar price of whiskey is unaffected and therefore the U.S. consum- 
ers of whiskey are in no way injured by the presence of the tax. Thus the 
conclusion seems inescapable that the U.S. exporters of cotton are bear- 
ng the full amount of the tax. Pigou’s statement to the effect that the 
oreigner always makes some contribution to the Treasury of the coun- 
try levying import duties is shown already to be subject to at least this 


ne correction.” 
Case 2. Unitary demand by England for cotton. 


In this and in the following cases, we make the more general assump- 
tion that resources located in the U.S. export industry are mobile in 
some degree. From the analysis of Case 1, it seems apparent that, in- 
itially, the entire tax burden falls upon the U.S. exporters of cotton, 
regardless of the elasticity of the demand for whiskey or for cotton. 
(heir earnings decline absolutely and therefore are relatively smaller 
than the earnings of resources in other fields. Thus an incentive exists for 
he resources which have other uses to move out of the cotton export 
industry. As resources move away from the cotton industry, cotton 
production for export declines, simultaneously raising the pound price of 
otton in England. But since in the present case the pound demand for 
cotton is assumed to have an elasticity of one, the pounds obtained from 
the sale of the smaller volume of cotton remain unchanged—in our 
illustration at 1 million pounds. The exchange of dollars for pounds re- 
sults in whiskey exporters’ receiving the same pound price for whiskey 
as before, and they have therefore no incentive to curtail their sales of 
whiskey in the U.S. market. It follows that British exporters of whiskey 
cannot be regarded as making any contribution to the U.S. Treasury. 
Chis conclusion holds regardless of the nature of the cost conditions 
inding the production of whiskey in England. Even if factors are 
specific to whiskey production, and some are almost certain to be, Eng- 
‘exporters do not bear any of the tax. It cannot reasonably be argued 
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that U.S. consumers of English whiskey bear any part of the tax. The 
volume of whiskey imported remains unchanged and with any give, 
demand for whiskey, its dollar price also remains unchanged.* 

The tax burden in fact falls entirely upon domestic resource owners 
U.S. exporters find themselves initially bearing the tax. What would 
otherwise be a part of their dollar income becomes instead, through the 
exchange market, the Treasury’s tax revenue. With mobility of re. 
sources, those located in the cotton industry need not, however, as jp 
Case 1, bear the entire tax burden. They can place part (never all) of 
the burden upon others through the process of competition. The compe. 
tition with other resources may merely mean that the existing firms 
produce more products for domestic consumption and fewer for export 
In this event, the effect of the greater production of these domestic 
commodities will be to reduce their prices and thereby reduce the money 
income of all other resources engaged in producing these commodities. 
In addition, resources may shift to other industries in an effort to re 
store lost earning power and can by increasing the output of these in- 
dustries reduce the prices and hence the earnings of resources in other 
fields. The extent to which the tax burden is spread depends upon the 
degree to which the resources located in the export industry can effec- 
tively compete for earnings with resources located elsewhere. In the 
special and very unlikely case of perfect mobility of all resources, the 
earnings and the money income of all resources, with any given total 
demand for all products, will fall by an amount which collectively 
amounts to the yield of the tax; each owner’s distributive share would be 
proportionately reduced. 

The “proof” of the proposition that an import tax is shifted in part 
“sideways,” i.e., to other resource owners, can be presented in simple 
form if we suppose that resources producing cotton for export are capa: 
ble of producing one other product, say, peanuts. Suppose a demand 
schedule for peanuts DD’ (Figure 4) with a current rate of production oi 
OM at the price PM, considered before resources in the cotton industry 
make any adjustment to the reduction in their money earnings exper'- 
enced immediately after the imposition of the tax. For the sake oi 
simplicity, we may suppose that firms in the peanut industry are sel- 
sufficient in the sense that they do not buy current output from other 
firms. In this case, the area ORPM is both the gross and net value 
product of the peanut industry.* Each type of resource in the peanu! 
industry receives the same income per unit of service as its counterpart 


% The neo-classical view would also, in this case, argue against the conception that domest« 
consumers bear the tax. See p. 791 above. 

* In a large country, where exports form a small proportion of total production, a schedule 
of import duties would reduce earnings per resource by a very small amount. 

% This ignores depreciation of non-human resources. 
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‘) the cotton industry prior to the imposition of the import duty. The 
\isparity of earnings created by the imposition of the import tax results 
»y resources moving from cotton production to peanut production, thus 
increasing the output and reducing the price of peanuts. At the output 


Mt’ Figure 4), let us say, earnings in cotton and peanut production per 
it of resources of each type are again made equal. Then the area 
RPTS measures the loss of income to those resources previously en- 


trenched in the peanut industry and measures their share of the tax 
burden. The area MTP’M’ measures the net income obtained by re- 
source owners previously located in cotton production and now em- 


ployed in peanut production. 


PEANUT OUTPUT 
FIGURE 4 


If resources located in cotton production are useful in still another 
industry, the resources located in that industry will share part of the 

rden and each unit of resource will transfer a smaller percentage of its 
money earnings to the state in the form of tax yield. In the same man- 
ner, the argument can be generalized to cover all degrees of mobility. 

As iar as the burden of import duties is concerned, it therefore ap- 
pears to follow that the yield of the tax to the Treasury is borne by 
owners of resources located in the U.S. export industries and by re- 
sources with which they effectively compete. The tax is borne in the 
‘orm of a reduction in their money earnings.** For conditions corre- 


Thea . . 
‘he argument in the text does not assume a general deflation of income, either produced 


or received, in the taxing jurisdiction. It is based upon the assumption that the national net 
‘come produced (net value of all output) is unchanged while the tax is imposed. The tax has 
ctect of diverting (not increasing or decreasing) money income from resource owners to 
“€ government or, in other words, the tax yield is transfer income. 
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sponding to Case 2, the neo-classical argument leads to the conclusion 
that English consumers bear the entire amount of the tax. In contending 
instead that U.S. resource owners are bearing the tax, we have not upset 
the neo-classical argument that, with the assumption of a British 
demand for U.S. cotton of an elasticity of one, the terms of trade wil| 
shift in favor of the United States. Imports of whiskey remain yp. 
changed, whereas exports of cotton decline. Thus it is clear that British 
consumers, at least those who use cotton goods, are made worse off by 
the tax. They are worse off, but are they, in any meaningful sense, bear. 
ing the tax? 

Mill, Marshall, and Pigou would, of course, answer this question af- 
firmatively. For them, the fact that English consumers of U.S. exports 
are made worse off is sufficient evidence to select them for the réle of 
taxpayers. Neither Mill nor the neo-classicists give any argument to 
show how English buyers of cotton manage, through some devious route, 
to pay money to the U.S. Treasury. A theory of incidence which points 
to certain classes of people as “‘ultimate taxpayers’ must be prepared 
to demonstrate how money payments made by them eventually find 
their way to the Treasury as tax revenue. In the case of U.S. import 
duties, English consumers of U.S. exports have no obvious medium in 
which to make payment, directly or indirectly, to the U.S. Treasury. 
The pounds which they pay for output become income for British coi 
cerns and their employees, and these people in turn make no payments 
which are of fiscal significance to the U.S. Treasury. English consumers 
are indeed made worse off; they suffer from the fact that the econom) 
which supplies them must, because of U.S. import duties, employ th 
same quantity of resources to produce exports while receiving a smaller 
volume of imports. 

If the lack of a medium on the part of English consumers to pay taxes 
to the U.S. Treasury is not sufficient reason to deny to them the réle o! 
taxpayers, there is the further and perhaps more important point that 
all of the tax burden is accounted for domestically. The U.S. export 
industries and owners of resources located in competing fields lose mone) 
income equal to the yield of the tax.?” A definite medium does exist to 
get money from them because the Treasury collects the tax at the sourc« 
which in the case of U.S. export industries is the dollar value of imports 

In real terms, if we look at both U.S. and British consumers together, 
we find that, although British consumers are worse off in real terms be- 

*? The equality holds because, with a tax yield of 1 million dollars, the firms in the exporting 
industry together with their employees sacrifice an amount exactly equal to the tax yiele °© 
fore they make any adjustment. As they adjust by moving into the production of other pro 
ucts, what gains they realize must be at the expense of those with whom they compete, ke 


ing in mind that we are holding constant the total of income produced and, hence, the tota! 
incomes received. The point is also discussed above, see p. 799. 
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140) 


-ause of the tax, U.S. consumers are better off in real terms. U.S. con- 

:mers enjoy the same volume of imports as before the tax and yet ob- 
tain the additional products resulting from the employment of resources 
released from the cotton industry. The gain of U.S. consumers is offset 
by the loss of British consumers.”® 


_ Inelastic English demand for cotton. 


In contrast with Case 2, it may now be assumed that the British de- 
ind for cotton has an elasticity of less than one within the relevant 


ali 


nge. Such a case is represented graphically in Figure 5. OA is the sup- 
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U.S. EXPORTS (Gotton) 
FIGURE 5 


ply of cotton for export in terms of whiskey. OB is the English schedule 
of whiskey exports in terms of cotton, based upon the assumption that, 
through its relevant range, the demand for cotton in terms of pounds 
has an elasticity of less than one. OB has a negative slope since, if 
greater quantities of cotton sell for fewer pounds, British producers to 
over their own costs, must export less whiskey. A tax upon imports 
whiskey) shifts the United States supply schedule of cotton exports in 
terms of whiskey imports from OA to OA’. The new equilibrium point P’ 
shows absolutely a imports of whiskey as a result of the tax (P’M’) 
PM) whereas U.S. exports decline by the amount M’M. If the English 


<9 resent view also rescues import tax theory from the assumption that taxes are col- 
ecte «ind. Even such a strong sympathizer with the neo-classical tradition in international 
: ice as F. W. Taussig finds such assumptions repugnant. (Cf. International Trade (New 
r 1927 
TK, 1927), p. 142.) 
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demand for U.S. products has an elasticity of less than one, a tax Upon 
U.S. imports not only improves the terms of trade for the USS.; it re. 
sults in absolutely more imports in return for fewer exports. 

In money terms, a U.S. tax upon imports of whiskey will initial) 
(as pointed out before) reduce the earnings of the U.S. cotton industry 
because the dollars received by the Treasury in payment of duties reduce 
the dollars obtained by U.S. exporters. As in Case 2, with mobility of 
resources, production of cotton for export declines, its pound price rises, 
as does, in this case, the number of pounds obtained from the sale of 
cotton. Through the foreign exchange market, English whiskey ex. 
porters obtain more pounds for the same exports of whiskey. The ex. 
change rate moves first from $5 = £1 to $4=£1, as the first effect of the 
tax; subsequently, because the supply of pounds increases, the dollar 
price of pounds declines still further. Thus the pound equivalent of the 
dollar price of whiskey again rises. English whiskey exporters now have 
an incentive to ship more whiskey than before. As shipments increase, 
with a dollar demand for whiskey of any elasticity of less than infinity, 
the dollar price of whiskey falls. Thus we have the somewhat astonishing 
result that a tax upon whiskey lowers the price of whiskey. But this con- 
clusion follows from the premises, and Marshall, although he regarded 
the case as “exceptional,” reaches the same conclusions concerning the 
real effects.” 

Marshall argues, however, in this case where the elasticity of the 
foreign demand for a country’s products is less than one, that some of 
the gain from trade resulting from the imposition of tax is obtained by 
the government levying the tax—a conclusion which follows if one as- 
sumes that taxes are collected in kind, but not if one assumes that taxes 
are collected in money. For even in this case, the initial burden of the 
tax is thrown upon U.S. exporters by virtue of the fact that tax col- 
lectors take dollars away from importers. U.S. exporters of cotton have 
no way of throwing this burden upon foreign consumers. The best they 
can do is to force people who own resources similar (competitive) to 
theirs to share part of the burden. All the real gain accrues to U5. 
consumers just as all the real loss accrues to foreign consumers. In 
terms of money, the U.S. Treasury gains at the expense of U.S. — 
and resources located in industries which compete with the export in- 
dustries. The rather spectacular change in the real gains from trade 
resulting in this case should not detract attention from the monetary 
facts involved. 


Case 4. Elastic English demand for cotton. 


We now pass to the case in which it is supposed that the British 
pound demand for cotton has an elasticity of more than one. If the U». 


*® Marshall, op. cit., p. 348 (top) and fig. 16, p. 347. 
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jemand for British exports is also more than one, this case falls into 
Marshall's “normal” class of cases. The Mill-Marshall argument leads to 
nclusion, in this case, that the tax will fall partly upon the foreign 
mers of U.S. products and partly upon domestic consumers of 
imports. This conclusion, as in other cases, is obtained by the use 


of rn ci rocal demand analysis. Returning to Figure 1, let OCE, Eng- 
land’s supply schedule of whiskey exports in terms of cotton, have a 


positive slope throughout. Let OA be the U.S. supply schedule of cotton 
exports in terms of whiskey before the tax is imposed and OA’ the new 
hedule after the tax is imposed. It follows that both U. S. exports and 
imports will decline, but the terms of trade will shift by some amount in 
favor of the United States. This shift in the terms of trade is the basis 
for the conclusion that foreign consumers bear the tax.*° 

Translated into prices, the neo-classical argument means that the 
supply of British exports of whiskey declines and the dollar price of 
whiskey rises. Hence it is plausible to argue that U.S. consumers of 
whiskey bear a portion of the tax. Likewise, since the supply of cotton 
exported to England also declines, the pound price of cotton rises, and 
hence it may be argued that British consumers of cotton are bearing a 
part of the tax. But without denying that both groups are made worse 
off, it can be shown that neither group is bearing the tax. 

As noted in connection with Case 1, the tax initially deprives English 
exporters of dollars, and the smaller number of dollars sold in the foreign 
exchange market reduces the dollar income of U.S. exporters. An ad 
valorem tax of 20 per cent with 5 million dollars worth of whiskey being 
currently imported, takes 1 million dollars from U.S. exporters. This 
reduction in the supply of dollars not only reduces the exchange rate but 
eaves U.S. cotton producers with one million fewer dollars than they 

id have received had the Treasury not intercepted this sum. With 
y of resources in cotton production, resources move to other 
liclds, decreasing the output of cotton for export and increasing the out- 

t of other things. The prices of these “‘other things” fall, carrying 

wn with them the incomes of resources previously employed in these 

ustries. In Case 4, as the supply of cotton for export declines, fewer 
pounds are paid for less cotton (because the elasticity of the demand for 
cotton in England is assumed to be more than one). The reduction in 


lor, following Edgeworth, attempts to prove that in the absence of transportation 
n retaliation, import duties will always increase the rea/ income of the country 

e duty (“A Note on Tariffs and the Terms of Trade,” Economica, N.S. 7 [1940], 
‘0) He attempts to draw no conclusions as to the burden of the tax. His argument 
the same difficulty as Marshall’s, namely the assumption that taxes are collected 
verlooking this difficulty, his argument is not general. It may pay a country to 

rts and worsen its real terms of trade. On Mr. Kaldor’s diagram (ibid., p. 379), 


€'s reciprocal demand lies under OF’ before any tax, it would pay France to subsidize 
exports 
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the supply of pounds, through the action of the exchange market, gives 
us, for the first time, an adjustment which injures British producers 9 
whiskey. The exchange of 4 million dollars for fewer pounds, say 
£800,000, again alters the exchange rate and worsens the position oj 
British exporters in terms of pounds, and this is what matters to them 
They have now an incentive to reduce their exports of whiskey, and jf 
this incentive is accompanied by opportunity, or if, in other words, re- 
sources producing whiskey are mobile in England, whiskey exports fal 
Accompanying this adjustment, if we assume that the U.S. demand for 
whiskey is also elastic, the number of dollars paid for whiskey declines. 
In turn, through the exchange market, U.S. exporters find themselves 
receiving smaller dollar incomes from exporting as compared with their 
position immediately after the imposition of the tax. The tax initially 
worsens the money income position of U.S. exporters, and their adjust. 
ment of curtailing cotton exports results in whiskey exporters’ receiving 
fewer pounds. Whiskey exporters therefore curtail whiskey sales in the 
United States; this reduces the dollar value of U.S. imports, inducing a 
further reduction of cotton exports; and this again sets in motion inter- 
actions making them still worse off. Not only do U.S. producers of 
cotton lose in dollars by the yield of the tax but in addition they lose 
by the amount of the decline in the number of dollars paid for the smal- 
ler volume of whiskey imports. Shall we say, therefore, they bear more 
than the burden of the tax? 

If real investors and consumers in the United States are prepared to 
spend a given total amount of money for current output, when current 
output refers to that portion of the output of the United States and oi 
England which comes into the hands of U.S. buyers, the expenditure of 
fewer dollars for British whiskey is accompanied by an increase in the 
demand for those items which are “substitutes” for British whiskey 
possibly domestic whiskey or domestic fortified wines.** The industnes 
producing these substitutes gain in money income by virtue of the pro- 
tectionistic character of the duty. What these groups gain in income !s 
equal to that portion of the loss experienced by the industries engaged 
in exporting which is occasioned by the decline of dollars spent upon 

%1 If the U.S. demand for whiskey has an elasticity of less than one, the reduction in whiske) 
imports will increase the dollars acquired by British sellers and, after exchange for prounes 
increase the dollars which cotton producers receive. This improvement acts as a brake upon 


the movement of resources away from cotton production. The reduction in trade will, there- 
fore, be smaller than in the case discussed in the text. 


® The term “substitute” is used with some hesitance because of the number of meanings 
given the relations among commodities. We rely on the rather old-fashioned concept that 
commodity A is a substitute for B if an increase in the supply (decrease in the price) of A de- 
creases the demand for B when tastes of consumers, income predictions of investors, and the 
money they have to spend are given. This definition does not assume real income to be com 


stant (cf. J. R. Hicks, Value and Capital (Oxford, 1939], p. 44). 
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British imports. The amount of income shifted away from U.S. export- 
ing industries to industries producing items which are substitutes for 
7 mports is the gain realized by pressure groups favoring protection on 
the theory that their products are competitive with imports. Where 
shall we say the burden of the tax rests in Case 4? From the point of 
view of those owners of resources located in the cotton industry and of 
the resources located in industries competing on the supply side with 
cotton production, their total loss of income is the yield of the tax plus 
the reduction in the number of dollars spent upon whiskey. But the 
incidence of a tax cannot be greater than the yield of a tax.** Part of the 
loss of these groups is offset by the gain of the producers of substitutes 
for imports. The remaining portion of their loss of income is offset only 
by the yield of the tax to the United States Treasury. Only this portion 
is the incidence of the tax. 


III 


Thus far, we have restricted our analysis to two countries trading two 
items. To obtain greater generality, we may now consider the circum- 
stance of a large number of imports and exports. The conclusions al- 
ready reached for two commodities apply, with a few qualifications, to 
any number of imports and exports. 

With many imports and exports Case 1 offers no great difficulties. 
For the conditions of Case 1 to be satisfied, the resources employed 
producing all U.S. exports must have no relevant alternative uses other 
than the production of other exports. Immobility of resources need not 
now be assumed with respect to any one item exported. Mobility of re- 
sources as among classes of exports may be perfect. Case 1 requires only 


* In my opinion, a duty should be classed as protectionistic in the case of a uniform duty on 
all imports where the duty positively curtails imports, which in turn occurs only if the condi- 
tons set forth in Case 4 are satisfied. In Cases 1, 2, and 3, the duty does not curtail imports 


and therefore gives no protection. In Cases 1 and 2, domestic industries are exposed to the 
same amount of competition from abroad as in the case of no duty and in Case 3 because im- 
ports increase, they are exposed to more! Only in Case 4 is there any “protection” to domestic 
s producing substitutes for imports; and even in this case the neo-classical argument 
pport to duties, judged from a nationalistic bias, in spite of, rather than because of, 
the protection given. The neo-classical argument rests upon the possibility of one country’s 
exploiting another in rea] terms and the real gain decreases to the extent that a tariff restricts 


industrie¢ 


Che concept of incidence has yet to be given a definitive meaning in tax theory. As the 
+: is used here, it is tied to the concept of a tax yield in the sense that a tax which has no 
as no incidence. This is not to deny or gloss over the effects of a tax. The federal tax on 
oleomargarine is a case where effects are much more important than incidence. The 
ee mn and sale of colored oleomargarine is practically negligible. Such a tax has almost 
& zero burden because the effect of the tax has been to prevent the production of colored 
margarine. This does not deny that the public is made worse off by being forced to accept an 
inferior product—uncolored margarine. 
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that mobility as between production of items for export and the pro. 
duction of items for domestic sale be zero. 

If, as before, we suppose a 20 per cent ad valorem tax upon the valye 
of all imports in a setting where, before the tax, the value of imports is, 
say, 5 billion dollars and the value of exports, say 1 billion pounds, the 
yield of the tax in the first instance is now 1 billion dollars (of 5 billion 
dollars) to the United States Treasury. By taxing imports, the Treasury 
takes 1 billion dollars out of the hands of British sellers, who therefore 
have 4 instead of 5 billion dollars to sell in exchange for pounds. As be- 
fore, U.S. exporters find themselves receiving 4 instead of 5 billion dol- 
lars, or, in other words, their money incomes from exporting fall by one- 
fifth. The dollar price of exports declines, likewise, by one-fifth and the 
exchange rate moves from $5=£1 to $4=£1 as before. 

The answer to the question of who bears the tax is, therefore, clear, 
Owners of those resources located in the export industries bear the tax in 
the form of a reduction in their money earnings. They sacrifice money 
income exactly equal to the yield of the tax to the Treasury and because, 
by assumption, they are tied to the exporting industries, there is nothing 
they can do to shift even part of the burden to other groups. 

The tax leaves British exporters where it found them, and they have 
no incentive, because of the tax, to alter the quantities of their exports 
or the kinds of exports. U.S. consumers of British exports are likewise 
unaffected as indeed are British consumers of U.S. exports. The alloca- 
tion effect of the tax is zero, and the reduction in the money incomes of 
the export industries and the gain of the Treasury of tax yield are the 
only consequences of the tax. 

There are greater difficulties, however, in generalizing the theory as 
applied to many imports and exports when we come to Cases 2, 3, and 4 
These cases are classifications depending upon the elasticity of the Brit- 
ish demand for U.S. exports. The main difficulty is the meaning to be 
given the concept of a demand schedule and hence of its elasticity wher 
referring to many items instead of to one item. What is the meaning of 
the proposition that the English demand for U.S. exports in general has, 
for example, an elasticity of unity? 

If the relative quantities of U.S. exports shipped abroad could be 
taken as constant, exports could be treated as units of a composite com- 
modity and elasticity of demand would then have the same meaning 4s 
in the case of one commodity. Such an assumption involves a recourse | 
Marshall’s “‘bales” of exports and imports.* A “bale”? may be regarded 
as a unit of a composite commodity, or, it may be treated as 4 fixes 
“dose” of resources—land, labor, and capital. But the latter treatment 


% Marshall, op. cit., p. 157. 
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has little to recommend it. It involves, among other things, the assump- 
tion of perfect mobility of all resources, an assumption which even when 
restricted to “‘the long run” seriously limits the generality of conclusions 
based upon 

A typi al feature of economies is variability in the degree of mobility 
»{ various types of resources producing output, and it may be better to 
evelop the analysis upon this assumption at the beginning. The initial 
loss of income by the U.S. export industries, because of the tax, is al- 
most certain to react differently upon the various commodities exported. 
insome lines of production perhaps no curtailment of exports at all will 

cur because of a dogged persistence in producing and exporting cer- 
‘ain types of products almost regardless of earnings—a situation which 
sometimes characterizes certain lines of agriculture. On the other hand, 
many products which are sold both abroad and at home are sensitive on 
that account alone to variation in the export price, and in addition 
sine resources are shifted out of the export industries altogether as a 
result of even small declines in earnings. Under the impact of a reduction 
in earnings in the U.S. export industries as a result of import duties, the 

omposition of U.S. exports is almost certain to change, and, therefore, 
a “bale” of exports will change in content.*” 

It might be possible, by the use of detailed assumptions, to determine 
efinitely the change in the composition of U.S. exports under the 
pressure of an initial reduction of the earnings of the resources pro- 
lucing them. Perhaps it is sufficient for present purposes to know that 

me, possibly all, exports will decline in such circumstances. The size 
of the reduction is governed by the pound demand elasticity of the 
particular product (in the sense that the less the elasticity, the less 
the reduction), by the elasticity of the U.S. demand, if any, for ex- 
portable products, and, finally, by the degree of mobility of resources 
engaged in the production of the particular product. 

Whatever the extent of the reduction of particular types of exports, 
we shall mean that the British demand for U.S. exports has an elasticity 

‘unity (Case 2) if the pounds expended for the new and “smaller” 

volume of U.S. exports remains unchanged. In that event, the adjust- 

ent of the U.S. export industries to a decline in their earnings will 
not change the number of pounds they obtain and, therefore, when 


“Py fe ssor Pigou analyzes the implications of Marshall’s “bale” concept in his customarily 
masterful fashion. Cf. A Study, p. 200. 

" Professor Jacob Viner strongly defends Marshall’s use of the concept of “bales” against 

riticism that a “bale” changes in content and is therefore not a useful concept. He cites, 

roperly, the parallel difficulty in the construction of index numbers, which we use even 

' composite commodity priced either changes in content or if kept constant will, al- 

“ost never, be typical for all periods compared. (Cf. Studies in the Theory of International 

‘rade [1937], pp. 553-555.) 
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sold in the foreign exchange market, will not change the number oj 
sal . pounds received by British exporters. The ‘“‘terms of trade,” in so fa; 

ee: as this concept can be given meaning, change in favor of the United 
States, leaving British consumers worse off and American consumers 


sh better off. The burden of the tax is determined as already discussed. ag 
a | and the proposition that the tax is borne domestically holds here, as ch 
a well as in the case of one import and one export. — 

5 Case 3 now means that as U.S. exports decline, the British spend = 


more pounds for the new and “smaller” volume of U.S. products 
British exporters now have an incentive to ship us more goods than 
before, and the terms of trade turn absolutely in favor of the United 
States. Their incentive to ship us more products will, to be sure, alter 
the composition of U.S. imports. The quantities of some imports are 
almost certain to increase more than others, especially those which 
have an elastic demand in England for home use, or an elastic demand 
in dollars in the United States, or whose production can be readily 
augmented because resources capable of producing them are highly 
mobile. With these qualifications, the conclusions reached for the 
simpler case apply here with equal force. 

Case 4, of course, means that as U.S. exports decline, the British 
spend fewer pounds for the new and “smaller” volume of imports. In 
this event, trade will decline on both sides. British exports, as well as 
Be. U.S. exports, will change in composition for the same reasons and in 
Bat the same way as noted in connection with U.S. exports. There are no 
reasons to change the conclusions reached for this case with respect to 
the burden of import duties already noted in connection with only one 
import and one export. 
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In a formally complete theory of the incidence of import duties, it 
would be proper to analyze import duties levied at different rates on 
hy . various classes of imports. Such cases offer somewhat greater complexi- Tor 
ee ties than can be conveniently included in the present discussion. Some i 
a. suggestions pointing to the conclusion to which the present analysis tue 
leads may nevertheless be appropriate. rel 
A tariff schedule of varying rates will in general have two classes o! aes 
effects. Such a schedule reduces the profitability of the exporting indus- W 
tries of the country levying the duty just as in the case of uniform rates ; 
and for the same reasons. In addition, such schedules alter, possibly 
quite drastically, the composition of imports for any given volume 0! 
U.S. exports. Imports subject to high duties will decline, whereas 
imports subject to low or no duties will increase. Differential rates 
take foreign exchange from foreign producers of items subject to high ap 
rates and give an equal sum to the foreign producers of commodities 
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~biect to low duties. This change in earnings is accompanied by corre- 
ponding changes in the relative quantities of various types of imports. 

This is the composition effect of differential rates upon imports. 

lhe absolute curtailment of imports, to the extent that such a con- 

spt can be given meaning with changes in the composition of imports, 
will in turn depend initially upon what the U.S. export industries do 
when faced with a loss of earning power because of import taxes. If 
these industries do nothing, as in Case 1, the composition effect is the 

nly effect, and the export industries are left bearing the taxes indefi- 
nitely. If U.S. exports fall, the tax burden is spread to competing re- 
sources. If the foreign demand for U.S. exports has an elasticity of unity 

Case 2), the “volume” of imports remains unchanged and the com- 
position effect is again the only effect. If the foreign demand for U.S. 
products has an elasticity of less than one (Case 3), the “volume” of 
imports increases accompanied by a change in the composition of im- 
ports. If the foreign demand has an elasticity of more than one (Case 4), 
trade will decline on both sides, with a change in the composition of both 
mports and exports, the pattern of imports changing however more 
severely than that of exports. In all cases, U.S. producers of exports and 
the owners of resources in competing fields suffer a loss of income at 
least equal to the yield of the tax to the Treasury. In no case do either 
‘oreign consumers or producers bear the tax. Even in this case domestic 
consumers of taxed items do not bear the tax. Domestic resource owners 
bear the full yield of the tax. These conclusions can be demonstrated, 
rigorously, for the general case of fluctuating exchanges. 

The conclusions reached in the foregoing remarks have employed the 
assumption that the only transactions in foreign exchange arise out of 
trade. This assumption was made for purposes of simplicity and may be 
lropped without affecting the conclusions. If part of the dollars supplied 
n the foreign exchange market arise from the purchase of securities 
‘rom foreigners or in settlement of interest or dividend payments to 
ioreign owners of claims to property located in the United States, it 
follows that the dollars appropriated by the Treasury from importers 
will, on that account, reduce the earnings of resources in the U.S. 
export industries. Adjustments in trade start from this fact. The pat- 
tern of adjustment is the same with such transactions, with modifica- 
tions in detail. 
| We have yet to meet and grapple with the bugaboo of contemporary 
incidence theory, namely, “how the government spends the tax pro- 
eds.” [t was once possible for Edgeworth to argue that in “pure 
theory,” the discovery of the incidence of taxes can be taken as inde- 
pendent of how the government spends the money.** But this point of 


* Paders, Vol. I, p. 70. 
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view has been under attack by M. Slade Kendrick, Alfred Buehler, anq 
many others.*® There is the further difficulty, as far as incidence theor ) 
is concerned, that the neo-classical treatment of import duties js jp. 
consistent with its treatment of other taxes with respect to the relevane: 
of government expenditures. For income, commodity, or property 
taxes Pigou and Edgeworth carry on the analy sis in a setting in whic! 
government expenditures are treated as given; but in the case of import 
(and export) taxes, a functional relation is supposed between the yield 
of the tax and government expenditures. To argue, as we shall, tha; 
government expenditures should be treated as given for tax incidence 
purposes means that we must not only take issue with contemporary 
critics of neo-classical tax theory but as far as import duties are con- 
cerned, with the neo-classicists themselves. 

The protest against treating taxes and their burden as independent 
of government expenditures appears to involve the notion that govern- 
ments spend because they tax. This conception supposes that goven 
ment expenditures depend upon current government revenue. The case 
for treating expenditures as functionally tied to tax yields _— 
strongest in the case where taxes are “earmarked” to government ¢ 
penditures, a common practice of state and local governments in the 
United States. In such instances, it may be argued that the government 
functions are performed because of the earmarked revenue. Where ! 
earmarking as such occurs, it may nevertheless be argued that “how the 
government spends the tax proceeds” makes a difference in the deter- 
mination of the incidence of the tax in question. 

Those who criticize the old-fashioned procedure of taking government 
expenditures for granted in analyzing the incidence of particular taxes 
appear to have something more in mind than merely the proposition 
that government demands as well as private demands should be recog- 
nized. Rather it is an insistence that government demands are, in some 
sense, functionally dependent upon tax yields. This is the app cs tion 
to governments of the concept of a “propensity to spend,’’ which sug- 
gests that tax receipts supply the wherewithal to make serail 
In my opinion, this point of view has little to recommend it. Tax receipts 
are for governments one of several methods used to restore cash balances 
depleted as a result of making expenditures or of subsidizing some men 
bers of the community. At any given moment in the economic histor 
of a community, governments make expenditures out of cash balan 
the size of which is explained by what has gone before. A governmet! 
cannot very well spend tax revenue simultaneously accruing to it unless 
one is prepared to make the wholly unreal assumption of continuous an 


9 See references cited in fn. 9 above. 
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fect coincidence of expenditures and receipts.‘ If one speaks of causa- 
tion, one might say that governments tax because they spend rather 
-han the reverse. But even such a position must be qualified by the fact 
that tax yields constitute only one of several methods of restoring cash 
balances, such as selling debt, obtaining income from state-owned prop- 
erty, selling goods or services, receiving gifts, and, in the case of a 

y government, the very important power of creating money. 

The explanation of the direction and amount of government expendi- 
ture should not be conceived as mechanically governed by tax revenue 


past, present, or future, or even as functionally related to the size of the 
vovernment’s cash position. The decisions of governments to spend 

ey are political decisions. Why governments do what they do must 
be explained along political lines. Such a theory must explain how, in 
political democracies, legislative bodies reach the decisions they do and 
how administrative agencies choose to interpret such instructions. For 

oses of systematic economic thinking, the decisions of governments 


to spend money should be taken as given. The “‘tastes” of governments 
are what they are. This means that government expenditures are to be 
regarded as independent of tax revenues, in fact and in theory.” 


[he treatment of taxes as independent of government expenditures 

s not mean that the latter are ignored or in any way overlooked. 
Governments spend money to acquire current output, as well as for 
other purposes, and their dollars count just as do the dollars spent by 
private consumers or real investors. Government demands are a part 
oi the total demand for output, and to overlook the fact would indeed 
give false results. Government expenditures upon output plus private 
expenditures upon output give the gross value of output, which after 
deduction of the value of what is used up during the period, gives the 


n assumption, 7.e., continuous simultaneity between receipts and expenditures, 
ernments could successfully keep their cash balance at zero at all times, and if 
e of all budgeting units in the society, one dollar could do the work of 100 billion 
r words, velocity could be infinite. Cf. Howard S. Ellis, “Some Fundamentals in 

{ Velocity,” Quart. Jour. Econ., Vol. 52, No. 3 (May, 1938), pp. 431-472. 
cases where revenues are “earmarked,” it is not proper, in my opinion, to suppose 
iture is made because of the earmarking. M. Slade Kendrick is one who argues 
len of the gasoline tax should be, because of the common practice of earmarking, 
‘unctionally related to government expenditures on roads (See fn. 9 above). It is 
isk Mr. Kendrick whether it is reasonable to suppose that if, for some reason, gasoline 
been feasible, the present road system of the United States would not have been 
ile associations and kindred spirts no doubt would have induced legislatures 
ite money for road construction and maintenance in any event. The practice of 
revenue is a political device urged by pressure groups wishing to see certain types 
es continued, and it has the advantage from their point of view that, once accom- 
re or less excludes the expenditures in question from periodic legislative exam- 
Because it is a political device, it should not, in my opinion, be taken seriously for 

{ determining tax burden. 
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net value of output. Taxation comes into the picture, as far as its revenye 
aspects are concerned, by forcing a diversion of money income from 
individuals and groups on the one hand to the government on the other 
In this view, all tax revenue is “transfer” income and should be gp 
treated. 

We may now apply this point of view to the main question in hand. 
namely, the determination of the burden of import duties. Reciprocal 
demand schedules, if employed in this problem, should be constructed 
to reflect government demands for whatever products it is currenth 
buying. These products may be imports, potential exports, products 
which compete for resources with exported products, or products which 
are independent of exported products. Reciprocal demand schedules 
therefore reflect the facts as to government demands just as they must 
reflect the facts of private demands. We need not assume these demands, 
whether public or private, as fixed for all time. 

A main difficulty of the neo-classical theory of import duties is its 
unfortunate assumption of a functional relation between the yield o/ 
import duties and government expenditures. 

Ordinarily in analyzing taxes, the neo-classicists followed the pro- 
cedure of treating government expenditures as given. Their failure to 
follow the same procedure in the case of import (and export) taxes is the 
explanation for their improper theory of incidence in this case. The as- 
wae sumption that the government collects taxes in kind immediately pre- 
cludes obtaining a general answer to the question of what people bear 
“s the tax. Perhaps Edgeworth’s troubles with the symmetry problem con- 
- ae. cerning import and export taxes is traceable to his uneasiness over this 
ba assumption. In any event, by breaking with the assumption of a func- 

i: tional relation between tax yields and government expenditures, we 
a obtain a general theory of the burden of import duties—general, in the 
ah sense that the theory holds regardless of how governments and individ 

| uals decide to spend their money. 
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COMPULSORY LICENSING OF PATENTS 
By RicHARD ReIk* 


_ The post-war reform of the American patent system, which is highly 
mportant for the whole future of industrial development, concerns the 
people in their entirety and should therefore interest the whole nation. 
In the following essay, an attempt is made fundamentally to analyze 
the principal questions involved while having proper regard to the 


legislation and jurisdiction of foreign countries. 


I. Compulsory Licensing Legislation 


The base of the patent systems throughout the world is the principle 
of conferring on the inventor the absolute right of excluding others, 
during the lifetime of the patent, from in any way practicing the 
patented invention. This right of exclusive exploitation of the invention 
is granted to the inventors for the purpose of encouraging inventive 
activity and of furthering the development of the inventions, tending, 
however, by all means toward the ultimate end of promoting the general 
welfare; the reward to the inventor is no more than a fair and agreeable 
method to attain that final result. 

In industrial countries another dominant consideration is to assure 
the early disclosure of the invention to the public. Especially the patent 
systems of the United States and Great Britain are based on the theory 
of getting information, for in order to obtain a valid patent, the inventor 
must fully disclose the secret. This is a crucial requisite for the benefit 
of society as a whole, since all knowledge divulged by the patent is 
open to public use when once the patent has expired. (Authoritative 
German experts admit that, in order to understand the essence, the 
“real meat,” of the invention described in a German patent specifica- 
tion, it is often necessary to consult with the corresponding United 
States or British specifications.) Moreover, conferring the exclusive 
right on the patentee fulfills still another purpose that exclusively serves 
to the interest of the public, in forcing the industry to carry on research 
work tirelessly, for fear of being anticipated by another inventor which 
would exclude competitors for seventeen years from the newly opened 
domain. This function of the patent system is recognized as its pri- 
mary justification from the viewpoint of public policy because of pro- 
moting industrial progress more than anything else. 

Such personal monopolies vested in owners of patents are bound to 


* The author, onetime member of the Austrian patent office and practicing patent attorney, 
hone thor of a widely used Code annotated on Austrian patent law, Vienna, 1926, and has 
ioushed a series of treatises on fundamental questions of Austrian and 

He came to this country in 1941. 
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produce incisive restriction of the franchise of the public, but in viey 
of the enormous value of the patent systems for industrial progress 
this drawback has to be put up with. Yet, on the other hand, the patent 
systems of all the industrially important countries take the necessity 
into account of providing some exceptional legal remedy, as a correctiy 
to the absolute rights granted to patentees, for the purpose of re dressing 
the balance of conflicting interests of the patentee and the public in case 
special conditions should occur which render this necessary. The chief 
remedy for executing this task without departing from the basic prin. 
ciples of the patent system consists in empowering the authorities to 
permit others individually to use the patented invention without the 
consent of the patentee, in exchange for paying appropriate royalties, 
This legal remedy is called “compulsory licensing.” 


Opposition to Compulsory Licensing in the United States 


In this country the requirement of compulsory licensing of patents 
has been a bitterly controversial issue for a long time. Congress was 
asked as early as 1877, and frequently since, to adopt a system of that 
kind, but none of the numerous bills proposed has matured into law. 
The questions involved were given consideration in the Oldfield hear- 
ings in 1912 and 1914, and repeatedly since, most intensively in the 
hearings before the Temporary National Economic Committee that 
was created upon the message of April, 1938, to the Congress from 
President Franklin D. Roosevelt. The overwhelming body of the ample 
testimony adduced by the interrogation of leaders of American industry 
and of other experts on those hearings was opposed to legislation of such 
a kind which is considered to be repugnant to the spirit of American 
jurisprudence and, in particular, detrimental to the patent system. 

In spite of the bills recommended since 1912 half a dozen times in 
Congress and the extensive discussion of these bills, the problem has 
not come one step nearer to its solution. By inquiring thoroughly into 
the “imposing array of arguments and authorities” antagonistic 
compulsory licensing, it is found that the general opposition, althoug! 
erring on principle, was essentially justified because none of the motions 
made was actually answering the purpose. Still, it will be shown that 
there exists a simple kind of compulsory licensing provision which ma) 
safely be relied on to guide the jurisdiction, giving the public its due 
without unduly detracting from the exclusive rights of the patentee 
The rule in question has been practiced abroad during a quarter 0 4 
century. Neither big concerns, nor small businesses, nor independen! 
inventors have ever had the least reason to complain of the jurisdic 
tional practice under that simple rule of law. 

To make the problem clearly understood before turning to the said 
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lution of the problem, a few supplementary explanations will be made 
hout the history of the foreign legislation and jurisdiction on the sub- 


Provisions Against Non-Working of Patented Inventions 


[f a patented invention is worked abroad exclusively and the wants 
{ the country where the patent has been granted are continually sup- 
plied by importation, this means the exclusion of all would-be competi- 
tors at home, and at the same time the building-up of the industry in a 
foreign country. That is doubtless not the final aim of the patent system, 
to say the least of it. 

There is no need of the supplementary doctrine, developed by the 
German jurist and philosopher Josef Kohler, that obtaining a patent 
involves the social duty of the patentee to work the patented invention 
for the national benefit: using the domestic patent to prevent the de- 

nt of a domestic industry is undoubtedly a cardinal abuse of 
ilege accorded by the patent monopoly. For this reason practi- 
ally all foreign countries have or had a compulsory working clause in 
their laws, which means some compulsory measure to enforce the work- 


ing of the patented invention within the patent country. 

The obligatory working clauses in the patent laws throughout the 
world may be grouped under three heads. 

In some countries, including Germany, up to 1911, the penalty for 
non-working an invention within a prescribed period of time after 


the grant of the patent was, or still is, annulment or revocation of the 
patent. Yet, events have shown that the risk of losing the patent did 
not bring any practical result at all. In general, the patentees tend to 
produce in the countries where costs of production are lowest, and to 
supply the markets of the other countries from there ready rather to 
venture the forfeiture of the patent. The experience of many years of 
foreign countries indicates an extremely small use of compulsory work- 
ing action. In Germany, revocation of a patent on the ground of non- 
working has only been asked for in a solitary case all the time up to 
1929. In general, the compulsory clauses have definitely proved inade- 
quate to realize the intention of the legislators to promote domestic 
industrial activity. The only effect of such clauses was, and still is 
wadays, to cause annoyance to foreigners, and apprehension even 
ore than annoyance, thereby preventing them from filing foreign 


applications which otherwise would have been filed and possibly ex- 
Tiss c, and at least delaying the obtaining of information from abroad. 
This is the reason why, by the patent laws of another group of countries, 

the authorities are given the power to permit, after the lapse of a speci- 


hed period of time, the patented invention to be used by a third party 
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upon payment of an adequate compensation to the patentee, if the latte; 
fails to work the invention in the patent country; and there are stjjj 
other countries the laws of which provide that interested parties may 
petition for a compulsory license or for revocation of the patent alter. 
natively. 

Thus, the original function of the compulsory licensing clauses wa; 
to replace the compulsory working provisions by a more efficient legal 
remedy. It appears, of course, to be the most logical corrective {o; 
someone who is not prepared to work the patented invention in the 
patent country, or is incapable of doing so, to be compelled to make 
the invention available, on a royalty basis, to others who petition for 
the permission to use it. Yet the experiences of foreign countries indi- 
cate an exceedingly small measure of success not only with revocation 
but also with compulsory license provisions as legal measures for the 
purpose of promoting domestic activity. 


Remedies Against Suppression of ‘“Dependent’’ Inventions 


Thus far the compulsory licensing legislation has proved an undeni- 
able failure. However, the affair took an unexpected turn in several 
countries, including Germany, where the legal remedy got quite an- 
other function through assuming the highly important rdle of inter- 
vening, to the benefit of the public, between conflicting inventions 
A given patent may cover an invention which is dependent on a pre- 
viously patented invention inasmuch as said invention cannot be ap- 
plied industrially without using the earlier invention, that is to say 
without infringing the prior patent. In this state of affairs, the owner 
of the prior patent has the power to prevent the working of the depend- 
ent invention by denying the request for a license, being, of course, 
likewise prevented from using the later invention without a license under 
the subsequent patent. The later inventor has then no other choice than 
to await the expiration of the prior patent or to submit to all conditions 
of its owner. Here is in fact a category of so-to-speak “suppressed” 
inventions. 

Those consequences are legitimately resulting from the patent system 
There are, however, special circumstances in which this situation be 
comes prejudicial to the interests of the public. The dependent invention 
may, for instance, be very important, whereas the invention covered b) 
the prior patent made only an insignificant or no practical contributio 
at all to industrial progress. Under such conditions it is not justifiad 
from the viewpoint of the general benefit to leave the control over tht 
dependent invention to the prior inventor unconditionally for the who 
lifetime of his patent. 
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This is, moreover, by no means a singular case, but a typical repre- 
sentative of a group of cases of the same or of a closely related nature, 
the characteristic feature of which class of cases consists in the condition 
that the use of a previously patented invention by others than the 
ssaeaten reveals itself in the course of time as an urgent need of the 
nublic. Accidentally the facts of the case may be such that it is the 
domestic use of a patented invention which is not being industrially 
applied at all or only being worked abroad, that is imperatively de- 

manded to the general benefit. 


Other Grounds for Compulsory Licensing 


But non-working is not the only reason for compulsory licensing 
legislation and does not justify such legislation by itself. Moreover, 
the grant of a compulsory license in consequence of non-working is by 
no means the legal case which most frequently occurs and most urgently 
calls for redress, but is in fact only one specific case out of a more 

mprehensive class having the common attribute that the immediate 
need of the nation outweighs the absolute right of the patentee to ex- 

all others from in any way utilizing the patented invention 
throughout the lifetime of the patent. 

To the best of my knowledge, the Austrian patent law of 1897 was the 
irst to consider such anomalous circumstances in the legislation. Ac- 
ording to the first paragraph of Section 21 of that law, the owner of a 
patent, — an invention that cannot be carried into practice 
without the utilization of a previously patented invention, shall be 
entitled to ask the owner of the prior patent for a license at any time 

ter the expiration of three years from the publication of the patent in 
the Oficial Gazette, on condition that the said later invention is of con- 
siderable industrial importance. Paragraph 2 of Section 21 provides 
that on granting the license asked for, the owner of the prior patent 
shall reciprocally be entitled to obtain a license from the owner of the 
later patent. Furthernore, apart from this exchange of licenses between 
whers of patents that are correlated in the specified manner, the 
Austrian patent law provides in the third paragraph of Section 21, that 
any trustworthy party may apply for a license, even in the absence of 

1€ 5 pir ific prerequisite according to paragraph 1, on condition that the 
grant of the permission to use the invention to others than the patentee 
seems necessary im the public interest. If the patentee refuses to grant the 
ucense, in all those cases, a compulsory license shall be granted to the 
petitioner by the Patent Office, upon adequate compensation and secur- 
ity, on suc h terms as are thought expedient (paragraph 4 of Section 21). 

The provisions according to paragraph 1 of Section 21 of the Austrian 
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law of 1897 has been adopted in Norway and Poland; provisions sy). 
stantially corresponding to those of both the paragraphs 1 and 2 haye 
been entered into the patent laws of Bulgaria, Greece and Italy: the 
whole compulsory licensing clause of the Austrian law, including the 
license in the public interest according to the third paragraph, was 
incorporated into the Swiss law of 1897 by the Supplementary Acts oj 
1926 or 1928. Here the jurisdiction is given to the courts. 


Compulsory Licensing in Germany 


By the German Act of 1911, the legal remedy provided in Section 2 
of the Austrian law of 1897 has been adopted in a more general and 
thereby simplified form. 

In abolishing the working clause of the first German patent law of 
1877 (which was retained in the Supplementary Law of 1891), the fol- 
lowing compulsory license clause was introduced into the Act of 191! 
as the first paragraph of Section 11: “If the patentee refuses to grant a 
license for using the invention to another who offers to pay an adequate 
compensation and to give adequate security, the permission to use the 
invention may be conferred on said other party by adjudication (com- 
pulsory license) if such permission seems necessary to the public inter- 
est. The granted license may be limited or subject to special conditions.” 

The second paragraph of Section 11 deals with the revocation of the 
patent. Yet no patent can now be revoked for the single reason that the 
patented invention is not being worked in Germany; revocation is 
reserved to cases in which the patentee, while omitting to work the 
patented invention in Germany, did put it in practice, exclusively or 
mainly, outside the Reich and its possessions. The practical meaning 0! 
the provision is next to nothing: since 1911 only one application asking 
for the revocation of a patent has been made. 

Jurisdiction was given to the Patent Office whose decisions were 
subject to an appeal to the Supreme Court (Deutsches Reichgericht), 
The compulsory licensing provision was revised under the nazi regime 
by the Act of 1936 where it appears as Section 15. The changes mate 
have no bearing on the questions here being discussed. The only moditi 
cation as to the substance consists in that the authorities appointed t 
give the decision on whether or not a compulsory license has to & 
granted (Patent Office and Reichsgericht, respectively) were no longet 
competent to judge of the preliminary question as to whether the publi 
interest is at stake. Those authorities were bound to grant the license ! 
the government of the Reich, which had to be consulted in each par 
ticular case, declared that this was necessary for protecting the gene!™ 
good. That declaration was not appealable. It is evident that this chang’ 
ordered by a totalitarian government is not worthy to be followed 
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Determination of the Public Interest 


That system of obligatory licenses in the public interest has been 
applied in Germany without inconvenience since 1911. 
‘Though the language of Section 11 lacks distinctness in this respect, 


tw | settled in the German jurisdiction that the decision as to the 
srant of the compulsory license is not left to the arbitrary discretion of 
the authorities: they must consider whether the public interest demands 
the grant of the license and, if the answer is affirmative, they are obliged 
-o grant it. It is also generally accepted that only a non-exclusive license 
sto be conferred on petitioners under the compulsory licensing clause. 
By a decision of the Supreme Court of Germany the rule has clearly been 

tablished that the grant or denial of a compulsory license shall not be 
used for political purposes or result from political considerations. 


A decision passed in 1934 by the Supreme Court of Patent Appeals 
f Austria states generally that the granting of a compulsory license is 
not excluded by the fact that the applicant has a private interest in 
getting it; but, besides this, such granting must satisfy a public want. 
German decisions formulate the same thesis by saying that the com- 


pulsory license is not devoted to satisfying private requirements of 
mpetitors, but destined to serve the public welfare. 

Before now going into individual cases, it is to be noticed that there 
are no basic differences between the judgments passed under Section 11 
of the Act of 1911 and those passed under Section 15 of the patent law 
1 1936, or between the judgments given before and after 1933, re- 
spectively. This gives evidence of the reliability of the exceedingly 
imple legal definition of compulsory licensing in the German patent 
aw. Even in the time of vast judicial disorder existing after 1933 the 
single determinant “in the public interest” continued to serve as an 
imperturbable compass bar. 

The existence of the public interest has generally been affirmed if 
the domestic demand for a patented article was not being met to an 
adequate extent. However, it is held that this applies only to cases in 
which a serious need of the public had remained unfulfilled; there is, 
consequently, no legitimate claim to compulsory license in cases con- 
cerned with fancy articles, such as finery, jewelry, toys and the like. 

In detail, the following reasons for granting a compulsory license have 
been admitted by German decisions (the figures in parentheses indicate 
the year of issuance): 

Improving the reliability of operation (1927); or safety of traffic 
1934); or safety of workmen (1919, 1926, 1928); promotion of public 
nealth (1929, 1935); reduction of cost of vital goods (1930); improved 
provision of the domestic market (1918); prevention of shutdowns of 
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plants (1926, 1931, 1934); improvement of the balance of trade through 
promotion of the export business (1923, 1928, 1934, 1935). 5 

Still in most cases the matter stands thus that the petitioner owns , 
patent which cannot be practiced without infringing a prior patent 
and which therefore is doomed to lie dormant if the owner of that prio; 
patent refuses to give the later inventor a license. This is the class o) 
the “dependent” inventions. 

In these cases that occur most frequently, the judgment is being 
formed in carefully weighing against each other the progressional valye 
of the two inventions involved. It is obvious that a trifle of a modifica- 
tion or even an unimportant improvement of the first invention should 
not enable the second inventor to obtain a compulsory license. Neither 
should the owner of the master patent be empowered to suppress a 
subsequent invention of much higher importance throughout the whok 
lifetime of his patent. A decision of the German Supreme Court, given 
on January 6, 1916, hit the nail on the head in stating: “Intolerable is 
the situation that two patentees should be permitted to prevent each 
other and the public from using a valuable invention.”’ Hence it is t 
be seen that also under such circumstances, just as in the cases that 
have been dealt with above, it is the conflict of the absolute right of the 
patentee with the demands of the public that decides the matter. 

According to the state of the jurisdictional practice and the theory in 
Germany, there is no chance whatever of getting a compulsory licens 
by simply relying on the fact that the later patent is useless unless the 
master patent will expire or its owner will be compelled to permit the 
use of his invention to the later inventor. In every single case it must 
carefully be examined whether the industrial application of the depend- 
ent invention is seriously requested for the common good. On the other 
hand, it is by no means a sine qua non that the later invention is pro- 
tected by patent; the same conditions apply in cases where the depent- 
ent invention is not patented. 


Sample Decisions on License A pplications in the Interest of “Dependent 
Inventions 


All along since 1911, the Reichspatentamt and the Reichsgericlt 
have applied those doctrines in a considerable number of decisions 
partly granting compulsory licenses, partly dismissing the applications 
The following special cases are being adduced to illustrate the natur 
of the diagnosis reached by using the public interest as an indicant 0! 
drawing the line between restrictions to be accepted as legitimate co” 
sequences of the patent system, and those calling for redress because ® 
provoking, sometimes through incidental circumstances, an intolerab' 
restraint of the public. 
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|. Typewriter. The Reichspatentamt rejected the application for a 
compulsory license, arguing that the patent sued on was of fundamental 


‘mportance while applicant’s patent was held to cover only a trivial 

odification of the previously patented invention; the Reichsgericht re- 
versed the decision without inquiring into that question, but relying on 
the fact that, as a consequence of the war, the domestic demand for the 
patented article could not resonably be met by the owner of the prior 
patent, an American firm, who nevertheless refused the grant of a 
license (1918). 

2. Production of Oxygen. The petitioner was held to have offered to 
the industry a new practical device producing oxygen with the recovery 
{ argon as a by-product; the industrial application of said device was 
barred by a prior patent. The second invention was considered to be of 
considerable value for the public and a compulsory license, therefore, 
granted (1916). 

3. Cement Kiln. A previously patented grate was prohibiting the 
carrying into practice of the new construction. An advance over the 
prior art was acknowledged which was held to be important for the 
public inasmuch as a reduction of the stress exerted on the furnace walls 
was achieved by the new device. The license was granted (1921). 

!. Aluminum Alloys. It was held that petitioner’s alloy was some- 
what superior to that subject of the prior patent which was infringed 
by the use of the subsequently proposed composition. In view of the 
struggle for existence the industry concerned had to go through at that 
time, the compulsory license was granted (1921). 

5. Lid Catch for the Buckets of Blast Furnace Bucket Hoists. Only one 
oi the suggested modifications of the previously patented apparatus 
proved to be a considerable improvement and even this one appeared to 
be useful only under very special and rarely occurring conditions. It 
was held that, therefore, the public was not critically interested in the 
grant of a compulsory license and the application dismissed (1921). 

6. Ductile Tungsten Filament. The defendant, an American firm, was 
owner of the pioneer patent for the ductilization of tungsten wire by 


patent for the substitution of cold-rolling for cold-hammering in the 
vice of the said method, made applications for compulsory licenses 
he cause that the modified process was within the scope of a generic 

iim of defendant’s patent. The grant of the licenses was denied be- 
ause there was no positive improvement on the original invention 
established by evidence, and the interest of the public consequently not 
ne d to be involved decisively (1924). Incidentally, it may be noted that 
the American patentee had given license to a German company which 


on her part had granted several licenses under the patent to other firms. 
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7. Alternating current rectifier. The vacuum bulb of the patented 
mercury arc rectifier by Cooper Hewitt was made of glass. The peti- 
tioner suggested to build it from metal with the view of rendering the 
rectifier usable for higher current intensities, and had obtained a patent 
for some embodiments of that conception. The Reichspatentamt dis. 
missed petitioner’s claim for the reason that the Cooper Hewitt patent 
was for a pioneer invention while petitioner’s diversification had only 
little progressional significance. The Reichsgericht, on the other hand. 
granted the license, attaching weight to the fact that the later inventor 
took a different course which the original inventor was not disposed to 
choose; in other words, created much more than a trivial modification 
of the original invention. 

The quoted decisions may suffice to illustrate by example that the 
German compulsory licensing clause clearly describes the state of facts 
to be established, leaving not more to the discretion of the court in judg- 
ing upon the facts than every legal definition inevitably does. 

The above cases are quoted from the Code annotated by Edward 
Pietzcker, retired Justice of the Supreme Court of Germany, published 
in 1929. On page 400, Pietzcker emphasizes that no exception was to be 
taken against the language of the provision in the Act of 1911, and thai 
the number of applications for compulsory licenses was steadily increasing 

From the preceding statements, it follows as a matter of course that 
the state of facts of the ‘““dependent”’ inventions as defined in paragraphs 
1 and 2 of Section 21 of the Austrian patent law falls within the scope 
of the general rule of the German law that uses the “public interest” as 
the sole determinant, and that consequently the said cases need not be 
specifically considered in the compulsory licensing provision of the law. 


Non- patentable Inventions 


In confronting the compulsory licensing clause of the German lay 
with the legal situation in the United States, it must be borne in mind 
that by the German law, food substances and condiments, medicines 
and substances obtained in a chemical way are generally excluded {rom 
patent protection, and only process claims are permitted which cover 4 
distinct method of manufacturing substances of those kinds. Neverthe- 
less, in Germany also the need for a compulsory licensing system was 
urgently felt. First of all it occurs also with process patents that the 
absolute right of the patentee must yield to the necessities of the publ 
Furthermore, the need for a compulsory license in the public interest 
may not only arise with some specific kinds of inventions but as a gen 
eral desideratum. 

Exceptions similar to those made in the German law are provided " 
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rous countries such as in Austria, Czechoslovakia, Yugoslavia, 


Hungary, Poland, Portugal, Finland, Norway, New Zealand and 


ja. Other patent laws exclude only medicines or chemical sub- 

or substances obtained in a chemical way and intended for use 

and medicines (Great Britain, Canada), or medicines and foods 

ils of producing foods (Denmark), or medicines and foods 

special methods of preparing them. 

iid appear as if the protection by patent of chemical substances 

, rather impairs the national welfare than promotes it. Permitting 

bstances obtained in a chemical way to be monopolized by a 

tee, no difference how the substance may be prepared, is by far 

to dampen inventive activity than to arouse it, for in these cir- 

es every improvement of the original manufacturing method 

h necessity into the sphere of control of the owner of the product 

lhe fact that the development of the dye industry in France 

d so very far behind the evolution of that branch of art in 

iny was generally attributed to the condition that the French 
nt law grants protection to the dye itself. 

it is not my intention to argue for retaining within the scope of 


nt protection the substances exempted by the German law. On 
mtrary, the barring of chemical substances in particular from being 
patented as products, appears to be a desirable change in the United 
States patent laws. What I am actually intending to emphasize here is 
that, however one may wish to proceed in the matter of those exceptions, 


t law reform should give priority to the compulsory licensing 


ractical Use of Compulsory Licensing 
opposing the incorporation of a compulsory licensing system 
to the patent laws of this country emphatically refer to the infre- 
with which compulsory licensing provisions are invoked in 
| countries where they are available, particularly in Great Britain 
| Canada. The logical consequence of the conclusion that the rare 
that is being made of special forms of compulsory licensing systems 
n other countries would prove that no compulsory system whatever 
essary to the United States, is evidently most questionable. But 
iis interference, wrong as it is in general, goes especially astray with 
rd to the German legislation: for quite at variance with statements 
in hearings before the Committees of Congress, the compulsory 
ensing systems of Germany on the one hand, and of Great Britain and 

mn the other, are substantially different. 

it is perfectly correct, also with reference to Germany, that most 
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existing compulsory licensing systems universally presuppose tha 
someone who has improved a patented invention is not entitled to get ; 
compulsory license from the owner of the basic patent just for that reas : 
alone. Yet the assertion made in connection therewith as if it were » 
statutory condition in all these systems that the owner of the basic ng 
tent has abused his monopoly corresponds with the British and Cap. 
adian laws in their present form, but is definitely wrong relative to th 
German law. The only condition imposed by statute in the German Ac 
of 1911 is that, in addition to the private motives of the party applying 
for a compulsory license, there are reasons based upon public policy tha: 
call for allowing the petition to pass. 


The British System Compared with the German 


In subsection 2, paragraphs (a) to (f), Section 27 of the British Act 
of 1919, as amended by the Acts of 1928 and 1932, define the circum. 
stances in which a patentee is to be considered as having abused his 
monopoly rights. Paragraphs (a) and (b) are concerned with the al 
by inactivity, paragraph (c) with the abuse by not satisfying the 
mestic demand, paragraph (d) with the abuse by the refusal to grant 
licenses; paragraphs (e) and (f) deal with offenses which fall under t! 
anti-trust legislation of this country and have, therefore, no applicati 
to the matters that concern us here. For these six classes of offenses ther 
are three remedies given: The comptroller (whose official position corr 
sponds to that of the Commissioner of Patents) may order the patent t 
be indorsed with the words “Licenses of Right,’’ which means that an) 
person is then entitled as of right to a license under the patent, or hi 
may order the grant to the applicant of a license—which may be a 
exclusive license under certain circumstances—or he may even order 
the patent to be revoked. 

There are consequently in the United Kingdom penalties provided 
for the six classes of abuses defined which go far beyond compulsor 
licensing, the only remedy offered by the German Act of 1911 in cas 
of necessity if the patentee legitimately refuses to grant a license toa 
applicant. Yet, on the other hand, the German provision much excels th 
British system by its range of application and practicability, the point 
being in Germany whether the patentee, in refusing the grant oi 4 
license, damages the public interest, and whether or not this is his faul 
Thus, the only question to be investigated is whether in the absence 0/2 
voluntary agreement the public interest demands that exceptio! 
measures be adopted, authorizing the petitioner to apply the patent 
invention on a royalty basis. This question is easily and safely answer¢ 
and the adoption of this solitary criterion definitely eliminates \ 
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that the compulsory licensing system could be misused for 
¢ selfish ambitions and particularly for hurting the smaller 


In conformity with the different trends of the provisions under dis- 
the determinator “in the public interest” that governs the 
provision, is only mentioned as an accessory or altogether 
among the facts to be established according to Section 27 

British laws. In paragraphs (a) and (b) of subsection 2 the said 
ition is missing, in paragraphs (c) and (d) mixed up with the pre- 

n of abuse of monopoly rights, and in paragraph (d), moreover, 

| as a secondary condition with the prerequisite that the do- 

trade or industry as a whole, or applicant’s existing trade or 

or the establishment of a new trade or industry is prejudiced 

al of the license; and, what is still more inexpedient, the 

dition is introduced by a proviso to the whole subsection 2, 

the purpose of determining whether there has been any abuse 

the monopoly rights under a patent, it shall be taken that patents 

new inventions are granted not only to encourage invention, but to 

that new inventions shall so far as possible be worked on a com- 
iercial scale in the United Kingdom without undue delay. 

\ll things considered, it appears not doubtful that paragraph (d) of 
tion 2 of Section 27 of the British Act, though defining a compul- 

ing system, does not define the essence of the compulsory 

lause of the German Act now in force. Based on this provision, 

‘has been established by a British decision that the working of a 
nvention may, in some cases, constitute the establishment of a new 
r industry, even though it depends upon the working of existing 
ntions. This kind of reasoning sheds a bright side-light on the inci- 


sive differences between the compulsory licensing clauses under com- 


Apart from all other considerations, it is obvious that at all events 
ircumstantial provisions of Section 27 complicate the legal pro- 
re. And it may further aggravate the procedure that the British 
leaves it to the opinion of the comptroller to refer the case to an 
alOr, 
) Sum up, the infrequency with which the compulsory licensing 
visions are invoked in Great Britain is in first instance due to the 
ly complicated and expensive proceeding. Furthermore, the 
British provisions, in spite of their prolixity, do not help in situations 
rgently calling for redress which are within the reach of the German 


legal definition. 


‘ollows that the small number of applications for a compulsory 
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license in Great Britain is of no consequence whatever with regard to th; 
desirability of incorporating some system of compulsory licensing in the 
public interest into the United States patent laws. 


Canadian Experience 


Quite the same applies to Canada, since the Canadian sections relat. 
ing to abuse of monopoly as amended in 1935 substantially follow the 
British Acts of 1919, 1928 and 1932. The cases of abuse as set out j; 
Section 65 of the Canadian laws in their present form agree in every 
detail with paragraphs (a) to (d) of Section 27 of the British law. 

On one occasion it has been advanced as an argument against the 
adoption of some compulsory licensing legislation in this country, that 
in the eleven-year period from 1925 to 1936 only nine applications for a 
compulsory license were decided upon in Canada. Regarding this arg 
ment, it is to be noted that up to 1935, in the first ten years of thi 
eleven-year period concerned, there was in force in Canada the Patent 
Act of 1923, under the provisions of which a compulsory license was to| 
granted if the patentee failed to satisfy the reasonable requirements 
the public by adequately manufacturing the article or carrying out the 
process in Canada. In addition to that license on the ground of 1 
working, the Commissioner was only entitled to grant a com] 
license in case the invention subject of the patent sued on was inte! 
for, or capable of, being used for the preparation of food or medi 

No word need be wasted about the fact that it does not serv 
purpose of elucidating the matter to present the infrequent use o! t! 
extremely restricted forms of obsolete Canadian compulsory licens 
legislation, in opposition to the introduction of every legislation oi that 
kind into the patent laws of the United States. 


Arguments Pro and Con 


Compulsory licensing in the public interest is the only legal | 
inoffensively to keep under control the reward of temporary ir 
from competition granted to owners of patents, since it is the ulti 
design of this privilege to promote the common good, and the s 
stricted form of compulsory licensing legislation exclusively serves ! 
very same purpose. It is true that it would seriously vitiate the efi 
iveness of the patent system in the development of industry, t! 
not ‘‘reduce patent protection to naught” as it is sometimes argu 
anyone could obtain a compulsory license to use a patented inventio! 
in return for an adequate compensation. Yet this is altogether | 
with regard to making a patented invention available for use to quali 
applicants in case public interests demand such exceptional lice! 
There is, consequently, no need to wait until a classification of pate 
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to th to major and minor groups has been established in order to permit 
licensing only with respect to minor (or improvement) 
Such kind of classification would indeed present a difficult, 
soluble, problem; and above all it is obvious from what has been 
ve that the result obtainable in this way would be utterly 


- the it is an uncontested fact, admitted in the hearings before T.N.E.C 

ut ir leaders of the biggest industrial research departments, that few 

ausing fundamental changes in the development of an art 

ire likely to come from the huge industrial research organizations. Re- 

t the ea rk that is financed by the profits of large corporations is 

. that pally ‘‘applied” research that aims at developing and improving 

fora wan thods and devices in current use, so to speak, as insurance 

argu- r splacement from a dominant position through developments 

f the rfections originating from outsiders (William D. Coolidge, Di- 

atent rector of Research Laboratory, General Electric Co.). Inventions that 

to be rea irk big changes in the art usually come from independent in- 

ats ventors. It may, of course, be quite natural that research organizations, 

it tl S the existence of which is rooted, after all, in the profit motive, are con- 
ive, if not averse to starting radically novel ideas. 

y on the “Deficiencies of American Patent Law,” Alfred E. 

® \ahn raises the questions: “If, then, we must depend on ‘outsiders’ for 

lutionary inventions, do they... receive adequate support 

e th ind protection?” and “Ts it safe to leave to businessmen the power to 

thos reject or accept radical technical innovations with no outside pressure 

nsing to force tl to give the projects serious consideration?’ As far as the 

that tsiders are concerned, Kahn contents himself with stating that it 

argued that independent inventions will be forthcoming in 

ause of the inventor’s love of his work and the prospect of 

ne, or a position of authority in the growing industrial re- 

yratories. Although this argument is sound by itself, there is 

to let the matter rest there instead of making an active effort 

‘n the position of the independent inventor. Then, proper 

| re- ry licensing legislation appears to be the suitable remedy: 

5 tl the principal objectives of such legislation is to adapt the patent 

fect syst ictly as possible to the purpose of protecting inventors who 

g| nually contributed to the progress of an art against oppression by 

| s of prior patents, in case the personal benefits of the latter 

tion scord with the general welfare. If compulsory licenses once had 

uilable, it would no longer be in the power of a group in con- 

rticular field either to compel an important improvement 


tents in Economic Review, Vol. XXX, No. 3 (Sept., 1940), p. 490 
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patent to lie dormant for the whole lifetime of one or more prior patents 
or to force the subsequent inventor to surrender his invention “at sma 
cost”’ to the group, and enable it “then to thus increase its control a 
continue its monopoly” (Dr. Vannevar Bush, President, Carnegie | 
stitution of Washington). Concurrently, compulsory licensing in ; 
public interest will in general produce the ‘‘outside pressure” requir. 
for directing patent practices into channels of especial social importan: 

Last, but not least, compulsory licensing in the public interest yj 
also function in the proper sphere of patent legislation an as antidot 
to abuses of monopoly rights by patent consolidation through pooling 
and cross-licensing of patents. 


II. Patent Pooling and Cross-Licensing 


There are different types of patent pools, which term denotes th 
gathering together of diversely held patents under a system of com: 
ownership or, more usually, of cross-licensing agreements. The accord 
may select few or only the dominant firms of an industry, or may in 
clude all the firms in the industry. All patents the members owned at 
the time the pool was formed, as well as all patents to be acquired ir 
the future during the term of the agreement, may be placed in the | 
or the new patents excluded from the agreement, or even patents 0! | 
usual importance altogether excepted. As a rule the members are licens- 
ing one another without compensation. 

The knowledge has prevailed that an aggregation of such kind oi 
diversely held patents under a single control turns out to the advantag 
not only of the parties belonging to the pool, first of all by reductio 
elimination of patent litigation, but also promotes the general beneit 
by both the mediate and the direct accomplishments of such patent 
structures. It is plain that people who have accumulated an imme! 
number of patents in a given field would ruin themselves financiall) 
they started suing one another, and that such wasteful fighting wo 
not work for the public interest, either. And it is equally clear that! 
individual company would be able to expend by itself the tremen 
sums now devoted to the experimental team work done in corporate r 
search laboratories, work which intensively facilitates and stimulates 
inventive activities—the basic purpose of the patent systen 
moreover, removes obstacles to prompt industrial exploitation of inve! 
tions and prevents unproductive duplication. Through centralizati 
research work done by people skilled in different arts and codperatin: 
under control, it happens that one man working in a field seemingly ve"! 
remote from the field of action of another fellow, makes an importatl 
contribution to the work of the other (Dr. William D. Coolidge, &¢! 
eral Electric Co.). Finally, the free exchange of ideas and informatio! 
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between rival laboratories is a tremendous accelerator of new develop- 
NPT a 
We re it possible, without granting inventors an exclusive privilege 
for seventeen years, to provide them with an efficient stimulus to de- 
elop inventions and to disclose their new ideas promptly to society, for 
tance through giving them rewards by the state, the useful effects 
| considerably surpass those of the patent system. However, the 
glish philosopher John Stuart Mill, in discussing this possibility 
early one hundred years ago, came to reject it especially because of 
difficulty of fairly rewarding the inventor in this way according to 
hstacle in that speculative capital would not back new inventions 
it the patent protection. And, above all, the right of exclusive ex- 
itation is by far the most desirable reward for inventors from the 
int of public policy because of forcing industry to carry on 


research work tirelessly as a defensive measure against becoming out- 
| by competitors. 
Consequently, there is nothing to replace the patent system with 


ual, let alone with better, results. And pooling together with cross- 

ensing eliminates inherent drawbacks of the patent system, without 

g its essential advantages, thus serving its major purposes in 

. higher degree—in the first place for its membership, of course. Under 

this limitation, one may be disposed to consent to Alfred E. Kahn’s 

ion that in effecting technological advance under modern condi- 

tions the pool is a distinct improvement over the patent system as 

lly contemplated.? 

Yet, it is unavoidable, on the other hand, that the huge patent con- 

idation arising from pooling and cross-licensing occasionally serves 
as a cloak for bad patent practices. 


Closed Pools 


He who devised a new invention is of course a competent specialist 
) develop improvements thereon, and if those improvements happen 
be material, they will naturally give rise to an extension of the 
poly. This is a necessary consequence of the patent system that is 

be accepted. However, there is no denying that the patent pooling 
nd cross-licensing agreements gravitate towards strengthening and 
nding the monopoly beyond the right of control legitimately inci- 
the patent system. Especially the patent structures of big in- 

that comprehend thousands of patents, as a just result of col- 

e and coéperative industrial research work, it is true, but to some 


4 


imerican Economic Review, Vol. XXX, No. 3, p. 491. 
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extent also through the inherent facility of absorbing improvement; 
coming from outsiders, give as it were a perpetual monopoly in an ad 
vancing art. There are indeed pools which make laudable excep; 
but, as a rule, a group which holds the patent control on a parti 
field will feel tempted to use its might for the purpose of permanen| 
shutting out competitors from the given field. “Why allow anot! 
fellow to get in? We would do everything we could to keep him out fron 
getting in with all the patents we had, and my guess is the other fellows 
would act about the same way with their patents” (Clarence C. Car] 
ton, Vice President, Motor Wheel Corporation, Lansing, Mich.). Such 
a kind of domination having its origin from a forced growth of the mon 
opoly certainly discourages invention and retards technological prog 
ress, and hence defeats the ultimate purposes of the patent system. 
Those noxious consequences of patent pooling and cross-licensing 
have been discussed at great length but nothing has been done for n 
ing them through legislative action in the proper field of the 
laws, because no way has been found to check abuses without weakening 
the impetus of the pool systems to technological progress. Kahn proj 
the question: Can this new system be so regulated as to retain beneiits 
and avoid evils?—but he offers no positive solution, either. 


Remedies 


It has been admitted by highly qualified advocates of patent poolin; 
and cross-licensing agreements, such as Dr. Vannevar Bush, that a 
closed pool is undesirable which has no provision whatever for the 
trance into it of a newcomer who brings with him an addition to the 
situation, however valuable it may be. This disclosure leads straig] 
the conclusion that legislation could help minimize the bad effects 
patent pools by making ‘‘open” pools mandatory and regulating th 
principal conditions of the admission of newcomers. The title to be! 
admitted into a patent pool formed on its founders’ own initiative, cou! 
for instance, be given by law to outsiders on condition of their bring 
in a basically original invention or a substantial improvement, bearing 
on the object of the pool. Jurisdiction with reference to the claim itsel 
and the specific provisos may be given to the Commissioner of Patent 
who would have to hear and determine the cause at the request of th 
applicant in case the pool refuses to admit him or the parties concer! 
cannot settle the condition by mutual consent. 

A further legal remedy against the danger that patent pools product 
effects that are contrary to the fundamentals of the patent system 
could be found in making it obligatory that the exchange of licens¢s 
take place upon payment of adequate compensations, and that a 5 
fied minimum rate of the royalties go to the inventor. The author 
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mntroversy—in case the parties do not come to terms—may 
civen to the Commissioner of Patents, whose decision may 
} an appeal to the Court, in either case. 
ent that in order to make every progress available to all 
the pool, it ought to be made statutory that the open pools 
| not only the existing patents of the members without any 
it also all the patents the members may take out after the 
ellow: Ma time the pool was formed. 
Cus Robert E. Wilson, enthusiastically pleading for patent pools in his 
- lelivered in 1943 upon receiving the Perkin Medal, raised the 
as to why free cross-licensing agreements covering entire in- 
would not be still better than the existing cross-licensing ar- 
nts between individual companies which are actively engaged 
1.5 Wilson’s answer is in the negative. The main difficulty, he 
a ues, is that such arrangements would run up against human nature. 
ie When some individuals or companies realize that their competitors will 
. ive the same rights they have to anything new which they may de- 
lop, they frequently decide to leave most of the expense of research 
and development to the other fellow and hope for a free ride for them- 
selves Othe r companies which, as a matter of principle, continue their 
sooner or later become irritated when the fruits of their re- 
are appropriated by others who have contributed nothing. Yet, 
< Wilson proceeds in admitting that where, as in the petroleum industry, 
“ each new important field of development generally becomes the basis 
7 e or more cross-licensing arrangement with different participants 
to the # cepending upon who has pioneered in the field, which arrangements are 
cht | to newcomers “who can contribute substantial patent assets,’’ it 
cts of san altogether healthy thing. Consequently, through the compulsory 
-_ pr that reasonable royalties ought to be charged between the 
hoing ibers or units of such open pools, Wilson’s only misgivings against 
coul rendering pools accessible to qualified newcomers would be done away 
las vith. In addition to an impetuous augmentation of personal reputation 
aring i an inventor who made a useful contribution to the progress of the 
‘tself tire industry or to the part thereof joined in interest, but not screened 
tents rom competitors by the pool, the economic reward would grow in pro- 
of th portion as members of the pool take share in a given invention, and thus 
erned ‘te Maximum service in stimulating inventive activity be provided. 

‘he establishment of such open, though not industry-wide, pools 
oduce | result in a peaceful codperation to a vigorous development of the 
‘stem siven art without a weakening of competition. There is, in fact, no in- 
senses ‘rinsic reason why competitors should not unite their efforts to derive mutual 


barnett, Patent Property and the Anti-Monopoly Laws (Indianapolis, 1943), p. 546. 
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advantage and to obtain maximum utilization of the resources of the nation 


instead of working against one another. From the viewpoint of put 


policy, this appears to be the most desirable state, provided only that 
just solution of the technicalities of admission of newcomers and of th; 
compensation in general be sought for and found. This is indeed a deli. 
cate problem, but when once good disposition to such action had beep 
arrived at, this question could certainly be settled satisfactorily. 
Although open patent pools have voluntarily been put into effect jx 
important industries with wholesome results, such kind of regulation 
will be long in appearing as a coercive measure because of going to the 
roots of the patent system. Up to that time, the institution of compul- 
sory licensing in the public interest, a legal remedy well established in 
the patent systems of industrially important countries, would prove to 


through its operation as well as through its mere existence. 
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THE PROBLEM OF BANK-HELD GOVERNMENT DEBT 


By Hopart C. CArr* 


A consequence of the methods used in financing the war has been the 
jsition of a tremendous amount of government securities by the 
anking system of the country. A matter of grave concern at the time, 
the banks’ holdings are now in the forefront of the discussion about 
mbating inflationary tendencies. Out of several plans dealing with 
sovernment security portfolios of the commercial banks, that of Pro- 
fessor Leland has been singled out for attention here,’ but since his 
suggestions are similar to some of the others the analysis has a wider 


+ 2 
ation” 


1. The Consequences of Large Bank Holdings of Government Securities 


Professor Leland’s main argument rests upon the contention that the 
lependence of bank action resulting from large bank holdings of 
government securities weakens the effectiveness of measures for con- 
ing inflation and arresting the development of deflation. Whenever 
want to expand loans, banks have only to sell government securities 
allow some of their holdings to run off; to increase excess reserves 
critical times, they need only to follow a similar course. To the 
lreasury such independence is dangerous because of the size of the 
loating part of the debt and because of the prospective continuation of 
t financing in view of the “aftermath” of war and the possibility of 
ssions in the future. The debt already in the hands of the banks is 

to the Treasury—the average coupon of bank-held marketable 
rities in December, 1945, was about 1.68 per cent—and any meas- 

res designed to lessen this cost by increasing the floating portion of the 
id add to the danger by an increase in the banks’ independence. 


2. Solutions Offered by Professor Leland 


‘wo alternatives are offered to meet the situation and, perhaps in- 
tally, to relate the cost of credit creation by the government more 


is associated with the Domestic Research Division of the Federal Reserve 
New York. The opinions he expresses are entirely personal. 
Leland, “The Government, the Banks and the National Debt,” Commercial and 
icle, January 17, 1946, pp. 242, 281-84. 

[I.R binson, “Monetary Aspects of Public Debt Policy,” Postwar Economic Studies, 
ngton, Board of Govs. of the Fed. Reserve System, 1946). Lawrence H. Seltzer, 
lreasury Certificate as Bank Reserve,’’ Commercial and Financial Chronicle, 

<5, 1946, pp. 1087, 1116-17. Melvin G. de Chazeau and others, Jobs and Markets 
Y York, McGraw-Hill, 1946), pp. 63-65. 
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closely to the cost of banking services. In brief, the first plan inyolye 
the exchange of the banks’ present holdings for a special nonmarket, 
security to be required as reserve against either the volume of deposits or 
their increase during some given period.’ In the event of a decline ; 
deposits, the special security would be redeemable and discountable 
the Reserve Banks at rates to be set at the Reserve Banks’ discretio, 
The interest paid would be low but might be varied according to condi. 
tions which, at times, might make it desirable for the banks to hold mor 
than the minimum reserve. These securities would be redeemable at the 
pleasure of the government and have no definite maturity date. 

The ability to discount the securities would permit individual banks 
to obtain reserves when necessary but the over-all volume of credit, jt js 
claimed, would be governed by the reserve requirements. The specia 
reserve requirements would be fixed in a way that would preserve some 
flexibility in the banks’ portfolios through retaining part of their ordi- 
nary Treasury securities. Enough of the special securities would be 
required, however, to deprive the banks of their dominating influence on 
the government security price structure. 

The second plan advanced by Professor Leland is a somewhat more 
sophisticated version of the Patman bill. Under this alternative 1 
Treasury would be given the power to borrow directly from the Reser 
Banks all funds needed to finance the government. The Treasury could 
then borrow enough to pay off its obligations to commercial banks. T 
offset the expansion of Federal Reserve credit, the Reserve Banks would 
be empowered to establish reserve requirements for nonmembers and 
raise requirements for all banks to the necessary level. Interest would 
paid on these reserve balances. Both the requirements and interest rat: 
would be left to the discretion of the Reserve System but Treasury) 
approval would be necessary. The interest paid to the Reserve Banks 
on the Treasury’s direct borrowings would be related to the expenses 
incident to this plan; a recapture provision in the form of a franchis 
tax on the Reserve Bank earnings could be enacted to drain off any 
earnings resulting from too liberal a rate. 


3. Initial Steps Required by the Alternative Proposals 
Both plans presuppose that government security reserve requirements 

? This suggestion is similar to several others including one made by Lawrence H. Seltzer 
the Journal of the American Statistical Association, March 1940, pp. 24-30. 

4 H.R. 90, 79th Cong., Ist sess. Professor Leland recognizes more clearly than Representa! 
Patman that the scope of the plan would have to be extended beyond merely provicing 
Treasury with the power (and the funds) to redeem the banks’ securities. In the Patmat 
for example, no mention is made of the need to control the tendency toward an ex{ 
bank excess reserves generated by the increase in Federal Reserve Credit. 
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apply to all commercial banks; otherwise, in all probability, the ends 

a.cired could not be achieved. Professor Leland suggests that banks 

rate with the government in working out a solution. These plans, 

r, offer no clear-cut advantages which would lead all banks to 

of their own free will with the provisions. It is doubtful that 

nks would underwrite any such proposal when the requirements 

e imposed are undetermined and to be variable at the discretion of 

e Reserve Banks and when no specific rates either on the special 

‘ties or the reserve balances have been suggested. If the require- 

and rates were written into the legislation some of the claimed 

ntages would disappear because of the limitation on the discretion- 

wer of the Reserve Banks. And even if that price were paid to 

tain agreement on adoption among a large number of banks, the 

| would have to be forced on some. To accomplish enforced 

Jiance, however, Congressional enactment might or might not be 

ient. Most assuredly any such measure would be challenged in the 
rts on the question of state’s rights. 

In order to achieve conversion of the banks’ present holdings of mar- 

le securities into another, more restricted type of asset, Professor 

\’s first proposal is far superior. Under this plan the banks would 

pelled immediately to exchange their holdings of ordinary govern- 

securities for the special securities and little or no Reserve Bank 

on would be necessary assuming that each bank would have a suffi- 

t amount of ordinary government securities to meet the new require- 

ts. Some banks, however, might net have the requisite amounts and 

would have to buy the new “reserve securities” by liquidating other 

assets, e.g., loans or other securities or perhaps (excess) reserves. Just 

serious the problem might be if the requirements against de- 

posits were the same for all classes of banks is illustrated in the following 

table even though it covers only insured nonmember banks. (The ratios 

sed are those suggested by Professor Seltzer, 65 per cent of demand 

and 50 per cent of time deposits.*) Up-to-date figures might show a some- 

at improved situation in the event that government security holdings 

e banks in the critical classes grew faster than deposits since June, 


S 


rofessor Seltzer, recognizing that flat percentages might have the 
results depicted in the table—namely, that whole classes of banks 
would be deficient in their security holdings—suggests that require- 

‘s could be varied among the banks. Action could be taken to elimi- 
nate deficiency classes of banks by making deposit size the basis of any 


e H. Seltzer ‘“‘A Uniform Treasury Certificate as Bank Reserve,” Commercial and 
ncial Chronicle, February 28, 1946, pp. 1087, 1116-17. 
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differentiation® but there would probably still be individual banks whos 
holdings were insufficient. A further troublesome feature: banks with 
large proportion of time deposits might still be hard pressed to find jp. 
come to meet their expenses and might be compelled to reduce substan. 
tially or eliminate entirely payment of interest on time deposits. To tak; 
care of this situation the plan might be modified by dropping any cop. 
sideration of a special requirement against time deposits or, if that 
proves not to be feasible, by allowing a higher rate on the required spe- 
cial securities against such deposits. 
COMPARISON OF SPECIAL SECURITY REQUIREMENTS* AND GOVERNMENT SECURITY 
HOLDINGS OF NONMEMBER INSURED BANKS BY DEPOSIT SIZE, JUNE 1945 


(In millions of dollars) 


Deposit size in dollars 


Special 
security 
require- 
ments* 


Holdings of 
| U.S. govern- | 
ment securi- | 
ties—direct | 

and 
guaranteed 


250,000 or less 


500 ,000— 1,000,000 
1,000 ,000— 2,000,000 
2,000 ,000- 5,000,000 
5 ,000 ,000-10 ,000 ,000 

10.000 ,000-25 ,000 ,000 
25 ,000 ,000—50 ,000 ,000 
More than 50,000,000 


12 
183 
777 

1,682 
2,428 
1,626 
1,146 
599 
964 


8 
136 
668 


1,511 
2,295 
1,646 
1,193 


648 


1,052 


with the class of banks with 


* Based on 65 per cent of demand and 50 per cent of time deposits, excepting interbank de- 


The terms of the exchange would also present difficulties. If a par i 
par exchange were offered, the banks would have to write off whateve: 
premiums they carried on their holdings of ordinary government secur! 
ties. In June, 1945, the amount of these premiums approached &() 
million dollars for all commercial banks; for individual banks the write- 
off might be serious, involving capital impairment. If a book value 
change were resorted to, the debt would be increased and some banks 
would be given substantial profits. 

The Patman-type proposal is less clean cut. Presumably the Treasu! 
would have to wait until each security matured before liquidating th 
banks’ holdings; at least nothing is stated that would lead to a diflerent 
conclusion. Presumably also the banks’ holdings of ordinary 

® Lowering the requirement against demand deposits by steps of 5 percentage points starting 


to 5 million dollars (so that the smallest class of banks have 4 
requirement ratio of 40 per cent) would virtually eliminate all deficiency classes. 
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nt securities would be frozen as of some given date (although nothing 
‘d about such action); otherwise, the motive for the banks to reach 
+ for longer term securities would be almost overwhelming. Even if 
, a freeze were provided for, it seems unlikely that banks would hold 
h security to maturity although much would depend on the rate of 
terest paid on the new reserve balances. In any event, the process of 
priving the banks of most of their holdings of marketable securities 

id be long and complicated and the Treasury would probably realize 
savings in interest only slowly. 

[his plan would lead to other difficulties when reserve requirements 
were raised as securities were redeemed, difficulties which would stem 
the differences in the distribution of deposits in banks and of 
vernment securities. Some banks would have ample funds from the 
lemption of securities to meet the increased requirements; others 

iid need additional reserves. To balance their increased require- 
ents the latter class of banks would, in effect, be forced to sell 

rities to the former. Such a movement of securities, however, would 
t be without its compensating features. In the early years of the plan, 

inks losing securities (and gaining reserves) most rapidly would be 
se which had invested their funds more largely in short terms; the 
nks needing reserves would be those which had taken a longer posi- 
Since the interest paid on reserve balances would probably be low, 

nks with the shortest maturities would face an early drop in income. 
[he market sale ef securities by the reserve-deficient banks would tend 

}even out this discrepancy in earnings. 

Still another, but relatively minor, problem would have to be faced 

the second proposal were adopted. Each time the Treasury redeemed 
ank-held issues and created new reserve balances with the Reserve 
Banks the reserve ratio of the Reserve Banks would decline. The volume 
of the banks’ holdings is so great that reserve requirements of the Re- 
serve Banks would have to be lowered, perhaps even abolished, unless a 
tlow of currency or inflow of gold of sizeable dimensions occurred 
meantime. 


he Two Plans in Operation 
Aiter the process of exchange or liquidation had been completed each 
lan would have to meet the requirements of the economy. The wide- 
spread shifts in the geographical and personal distribution of ownership 
ol !unds in accomplishing the nation’s business and the rise and fall of 
he pool of deposit money involve significant transfers among bank as- 
sets and liabilities under the present system; the rdle of any modification 
of that system should be that of facilitating the functioning of the econ- 
my or at least not to stand in the way. 
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The first plan with its special security requirements would saji: 
factorily meet the problem of dealing with deposit shifts. Under this 
plan a bank losing deposits to another could arrange for shifting the pp. 
cial securities to it, provided the destination of the funds were knowy 
Otherwise, the Treasury would act as an intermediary. The bank losing 
deposits would find after it had provided for the loss of reserves—per. 
haps by discounting—that it had redundant special securities; the bank 
getting deposits as well as the reserves would need additional specis 
securities which would be supplied by the Treasury which would have 
come into possession of the certificates through redemptions by the 
bank losing deposits. 

In case a general expansion or contraction of deposits took place 
operation of the first proposal would lead to complications compared 
with the present system. Under this scheme a bank gaining deposits no} 
transferred from another institution (arising, say, from a return of cur- 
rency from circulation) so that both reserves and deposits were enlarged 
would need to trade some part of the reserves gained for the required 
amount of special securities. Another part of the funds acquired would 
be frozen to meet the ordinary reserve reqirements, thus leaving only a 
small fraction of newly gained reserves as a basis of further credit expan- 
sion. This would be true only zf the Treasury did not spend the proceeds 
it had received from the sale of special securities; otherwise, another 
secondary deposit expansion would occur. What the Treasury would ¢ 
with the receipts would depend on the stage of the business cycle 1 
which the original gain of reserves occurred. Presumably if business con 
ditions were close to a cyclical peak the Treasury would have a balan 
budget and would, therefore, retire the ordinary debt; if depression were 
threatening or developing, the budget would probably be unbalanced an¢ 
the funds would be used for ordinary purposes. Amy use would result i 
successive increases in deposits and special securities, a complicatio! 


sufficiently into account. 

An expansion of deposits without a gain of reserves would be even 
more complex because of the involvement of Federal Reserve credit 
Suppose that in the original instance an expansion of deposits took plac 
by way of a loan, the banks expecting to obtain Federal Reserve creci 
to make up for their increased requirements: the first proposal would 
call for Federal Reserve credit to buy the special certificates and to meet 
the rise in the usual required reserves. Part of the funds arising from 10- 
creased Federal Reserve credit would go to the Treasury in paymen' 
special securities; the Treasury then would have to decide how to spen¢ 
the proceeds, the effect of which would be to give rise to further cree 
expansion. 
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Contraction of deposits under Professor Leland’s first plan would also 
tate a relatively involved chain of repercussions. A shift of de- 
<tsinto currency would deprive the banks of reserves, a circumstance 
nder the first plan would be met only in part by the lowering of 
linary required reserves. In the last analysis all the other funds 

| have to be obtained by expanded Federa! Reserve credit, even 

e which the banks would initially receive from the Treasury from 
ishing their special securities. The redemption of these securities would 
se a drain on Treasury funds which would necessitate additional 
ancing, perhaps by withdrawals from War Loan deposit accounts, per- 
aps by sale of other securities. In either case the banks would need to 
y reserve funds into the Treasury, thereby giving rise to a need for 


Federal Reserve credit. 


\ more likely cause of contraction of deposits during a deflationary 
eriod, however, would be a reduction in bank loans. Under the first plan 


this would be accompanied by a fall in the banks’ reserve requirements 


both special and ordinary). Unless the banks were induced or permit- 


ted to hold special securities in excess of their requirements the Treasury 


ld have to raise the funds to redeem them presumably through sale 

‘ other securities to the banks. If it were desirable on balance to move 
rities into the banks, even more would have to be sold. 

lhe genesis of many of the technical problems involved in the first 


plan advanced by Professor Leland lies in its special Treasury security 
requirement and the resulting flows of funds between the banks and the 


reasury as deposits shift about, or expand, or contract. His second pro- 
'with its similarity to the Patman bill has no such special security 


requirement so that its operation is much like the present system. Re- 
serve requirements, it is true, would be very much higher than now but 


lreasury receipts or expenditures would not be involved in the move- 


ments of deposits. 


lransfer of deposits—without a change in the total amount—under 


this plan then would have the same effects as today except that a greater 


roportion of reserve balances and a lesser proportion of other assets 
i be involved in a shift of deposits of any given size. Similarly the 


reserves received by the banks when currency returned from circulation 


gold stock increased would be largely frozen by a rise in their 
irements (because of the expansion in deposits); the secondary 
edit expansion would be limited by the small excess reserves which 
iid remain. Should deposits increase without a gain of reserves—say 
way of loan expansion—the banks would have to provide for the 
sulting great enlargement in their required reserves. In no case—in 
trast to the special security proposal—would the Treasury have 


ed any spendable funds. 
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A contraction of deposits and reserves—say, from a growth in cyr. 
rency circulation—under the Patman-type plan would be largely com. 
pensated for by the resulting fall in the banks’ required reserves. If the 
banks had no excess reserves to balance the remainder of the loss oj 
reserve funds, additional Federal Reserve credit would be called for by 
the amount of such credit would be only a small portion of total redye. 
tion in reserves and deposits. Should the contraction be confined { 
deposits, a substantial portion of reserves would be freed as the high 
requirements against the deposits were relaxed. 


5. The Relation of the Two Plans to Debt Management and Credit Control 


From the standpoint of removing the commercial bank holdings of 
government securities from the market, the special security plan seems 
far better than the second; it would lead to more calculable and prompt 
results with fewer complications in the process. After that initial step has 
been completed, however, credit control through debt management 
could be accomplished with greater facility under the second pr- 
posal. Under this proposal the Treasury’s excess of cash income in times 
of full or high employment could be used to destroy deposits and reserves 
as securities held by the Reserve Banks were retired. The money market 
would be tightened as securities moved to the Reserve Banks, or loans 
were called, or borrowings from the Federal Reserve Banks wer 
creased so that the banks could replace the reserves lost through th: 
debt redemption processs. 

In times of impending or actual deflation, if expansion of deposits 
were desired, the Treasury could finance its deficit with ease under the 
the Patman-type plan. Reserves and deposits could be increased simul- 
taneously by spending the proceeds from direct sales of securities to the 
Reserve Banks. Whether the banks would use the excess reserves thus 
created to give rise to a secondary deposit expansion would be depen¢- 
ent on many factors, including the rate of interest on the idle reserv 
balances at the Reserve Banks (which could be manipulated) and rates 
obtainable from other investments. One of the features of the plan- 
payment of interest on idle reserve balances—might prove to be a draw- 
back since it might deter the banks’ venturesomeness in expanding thei! 
loans or investments at such times. - 

Use of Treasury surpluses to retire Treasury debt in good times wow’ 
not be as simple under a plan requiring a special security reserve as 104 
proposal of the Patman type. If ordinary securities were redeemed, 0 
of the deposits received by the Treasury through its excess of incol 
would be returned to the banks (since ordinary debt would be precom! 
nantly in the hands of nonbank investors) ; some of the surplus would ha\ 
to be retained to retire the special securities which the net decrease 
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sits would call for. To destroy the deposits by redeeming special 
urities would be possible but, if the full amount of excess income were 
be used, the special security requirements would have to be reduced 
the bank had no excess holdings)and, at the same time, ordinary re- 
‘uirements would have to be raised. Debt retirement under this 
an in contrast to the Patman-type proposal would not destroy re- 
<erves and thus, if ordinary requirements were not increased, the banks 
uld be given excess reserves. This course—lowering special security 
juirements while raising the ordinary type—might be disturbing be- 
use of its apparent internal inconsistency. 
In the a of deflationary developments the process of creating de- 
sits by the Treasury could be accomplished by the sale of ordinary 
ties directly to the banks. Such procedure would have the disad- 
tage of partially restoring the banks’ importance in the market for 
h securities. Another course which could be followed would be to 
raise the special security requirements of the banks, an action which 
uld entail the lowering of ordinary required reserves (if the money 
pply were to be increased). Still another alternative would be to make 
the rates on special securities so attractive that the banks, if given the 
pportunity, would invest in them above their minimum requirements. 
Possibly a different kind of special security could be issued for that speci- 


purpose. 

Considered in the light of debt management, both the special security 
plan and the Patman-type proposal have a common shortcoming; nei- 
ther of them makes any attempt in the face of inflationary forces to move 
government securities into the hands of nonbank investors. They might, 
however, provide the means for persuading the Treasury that, in view 

{ the interest savings realized, it could afford to offer long-term, high 
upon bonds to nonbank investors and use the proceeds to retire debt 

id by commercial banks or the Federal Reserve Banks as the case 
ight be. Whether such an alternative, even if accompanied by higher 
rates on government securities generally, would stop nonbank holders 
‘Sa group from monetizing a portion of the debt is dubious, but it would 

t least facilitate the purchase of a part of the debt by some of them 

and thus deter them from adding to that part of the money supply— 

me ly, the active part—which would be bidding for relatively short 
supplies of goods. 

Whether or not either plan would reduce bank earnings and the Treas- 
ury’s interest cost depends in the main on two factors; the rates which 
cr pr ptarny.: on the special securities or reserve balances and the 
tect of such rates on those on other types of bank earning assets. 
\t the outset it is clear that bank earnings and the interest cost of the 
Treasury would tend to be decreased. Under present conditions it is in- 
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conceivable that the rates paid to banks by either plan would nos }, 
set at a lower level than the present average coupon of 1.68 per cen: 
Over a long period, rates might possibly be fixed with a greater weich; 
on credit control possiblilities than on the cost to the Treasury; evep ; 
the tendency might be toward reduction of both earnings and interes 
charges. 

Any rate which was lower than those obtainable from other kinds oj 
earning assets would obviously tend to lower the banks’ income. Eyer 
deposit-creating purchase of an earning asset would involve (if the bank: 
had no excess reserves) the giving up of other earning assets to the Re. 
serve Banks, partly to acquire reserves to meet ordinary requirements 
and partly to meet special or additional requirements; if the inter 
est paid on special securities or reserves were lower than the rat 
on the other assets, bank earnings would be reduced. Together, th 
increases in the two requirements would be a high proportion of 
deposit-generating asset and the prospects of lower yields might mak 
the banks overcautious in their lending activities and in this wa 
curb earnings even further. In other words, the initial amount 
Federal Reserve credit needed to finance the acquisition of such a 
asset under both plans would be greater, and might very well dete: 
the individual bank from making a loan. The amount of deposi 
expansion which would eventually be financed by the initial increas 
in Federal Reserve credit would differ between the two proposals 
Under the special security plan it would cover as much deposit growt 
as now (assuming ordinary requirements to be unchanged), but on! 
after the Treasury had fully spent the proceeds from the sale of th 
special securities; under the second proposal the necessary amount 
of Federal Reserve credit would initially and eventually be much higher 
per dollar of deposit expansion. 

The effect of interest rates on special issues or reserves on other rates 
is difficult to assess. It may be that all short-term rates would be set «! 
whatever level the special rates were fixed’ although this appears qu 
unlikely. It may be that it will prove to be impossible all down the lin 
to insulate rates on government securities from rates on other types 0! 
credit. In that case, rises in loan rates might eventually be reflected ! 


rates on government debt, at least on the rates on the ordinary typ 


7 A suggestion of Ralph A. Young of the Board of Governors at the January, 1940, meet" 
of the American Economic Association. 
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POST-WAR INFLATION AND FISCAL-MONETARY 
POLICY IN JAPAN 


By KENNETH K. KurIHARA* 


lapan’s return to a normal economy is a point of great concern not 
nly to the Japanese but also to the Allied Command. General Mac- 
Arthur and his economic advisers are confronted with the delicate task 
‘ remolding the Japanese economy in such a way that the long-range 
nolitical interests of the Allies are promoted without an undue strain on 
the economic welfare of the Japanese people. Of all the Allied economic 
directives thus far issued to the Japanese government, those relating to 
nflation are by far the most predominant. For post-war inflation is not 
nly threatening the economic security of the Japanese people but is 
so deterring the Allied effort to expedite democratic processes in that 
ntrv. For this reason Japan’s present economic policy is centered 
ound the problem and methods of reversing the inflationary trend, 
and the Allied Command is actively supporting such a policy on the 

Japanese. 

Post-war inflation in Japan is a special kind of price instability that 
can be understood only against the background of war financing and in 
the context of a military defeat. The concrete techniques, mechanics, 
and eflects of various anti-inflation measures adopted by Japan can best 
be appraised in a similar setting. The effective control of inflation is the 
crucial test of any post-war government in Japan as well as a measure 
of the success of Allied economic guidance. Much has been written on 
the problem of post-war inflation in Japan, but thus far no systematic 
analysis has been made of the ways and means of controlling inflation 
that have been adopted by that country. Therefore, the purpose of the 
present paper is to show how Japan, under Allied guidance, has tried to 
overcome the inflationary crisis. 


Underlying Inflationary Factors 
During the war inflation was kept under control by rigid price control, 
production control, and other economic controls. But with the end ot 
the war those controls were relaxed or removed only to bring to the 
surlace the cumulative effect of those underlying forces which ir- 
restistibly drove Japan into an inflationary crisis, namely, (1) deficit 
War financing and (2) general scarcity. The former led to extraordinary 


' he author is an instructor in economics at Princeton University. 
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currency expansion and, hence, the increased money demand, while thy 
latter was intensified by increasing military needs and then great) 
circumscribed by a military defeat. These forces were present, in vary. 
ing degrees, in all warring countries, but in the case of Japan they as 
sumed an extreme form because of the desperate character of its totali. 
tarian war economy. These basic factors formed a background agains 
which inflation developed. 


Deficit War Financing 


First, it is necessary to indicate the exceptional nature and method of 
war financing in Japan. According to an official source,’ borrowing ac- 
counted for 80 per cent of the total outlay of ¥222 billions for financing 
the so-called ‘‘Great East Asia War” from December, 1941, to August 
1945. Thus, instead of relying increasingly on taxation to finance the 
war, as other countries did, Japan resorted almost exclusively to borroy- 
ing. In other countries borrowing served the double purpose of financing 
the war and of curbing inflation, but in Japan it only aggravated in- 
flation. For the Japanese method of borrowing was such that more 
money was injected into the income stream than was taken out of it? 
Japanese borrowing during the last war was particularly inflationary ir 
effect because (1) the Diet never placed any restriction on the amount 
government bond issue and (2) virtually all of each bond issue was ab- 
sorbed by the Bank of Japan and other banks, not by the general public 

Between 1941 and 1945 war bonds were issued to the amount o! ¥12) 
billions.* This laid a basis for post-war monetary expansion. The bond 
issue progressively mounted even after the August surrender, namely, 
¥4 billions in August, ¥5 billions in September, and ¥7 billions in 
October.‘ At the beginning of the ‘China Affair” in 1937, Bank of Japan 
notes in circulation totalled ¥1.8 billions. This figure jumped to ¥). 
billions at the beginning of the ‘‘Great East Asia War.” By the end 
the war, August 15, 1945, Bank of Japan notes had increased to ¥3. 
billions.® In other words, they expanded at the rate of more than ¥0 
billions annually. Owing to the withdrawal of bank deposits, the pay- 


1A Diet announcement (Hokubei Shimpo, New York, Nov. 15, 1945). 

2 Regardless of financial markets, the government issued every month bonds under 
by the Bank of Japan, which credited the government with its own notes. As the gover 
spent these credits, money flowed into the hands of individuals, who deposited it in tht 
banks. These banks in turn used the deposits to buy a portion of the bond issue [ror 
Bank of Japan, and corresponding amounts of currency were withdrawn. But a residue 
bond issue remained in the Bank of Japan, and cumulatively larger amounts of currenc’ 
left in circulation. 

3 Sekai Shuho, Tokvo, Dec. 22, 1945. 

' Mainichi, Osaka, Oct. 22, 1945. 

Hokubet Shimpo, May 4, 1946. 
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t for war goods under contract, and other payments by the govern- 
the Bank of Japan note issue continued to increase after the end 
war, as shown in Table I. 


I—CrRcuLATION OF BANK OF JAPAN Notes, May-Dec., 1945* 
(In millions of yen) 


Month Amount 


* Finance Ministry estimate (Nippon Times, Tokyo, Dec. 4, 1945). 


General Scarcit y 

Monetary expansion, however great, could not have entailed inflation 
ad the st pply of peace goods increased pari passu with the demand for 
them 1 toward and soon after the end of the war. To begin with, the war 
economy had kept the production of civilian goods to an intolerable 

inimum. To make the matter worse, merchants and farmers hoarded 
a considerable amount of goods in anticipation of higher prices. New 
output was coming forth very slowly, partly because of bottlenecks in 
raw materials and transportation, but largely because more than half of 


the country’s manufacturing facilities had been destroyed by the war.® 
With the end of the war, production control was removed and producers 
were no longer required to produce and sell at official prices. Restrictions 
imposed on imports were still another retarding factor. The prospect 


i paying reparations in goods made many large manufacturers hesitate 
reconvert their manufacturing equipment to peace production. 

In other countries which faced post-war inflation the supply situation 
was somewhat improved by the acquisition of capital equipment and 
aw materials on reparations count as well as by relief shipments from 
elsewhere. France, China, and Belgium are cases in point. Being a 
celeated nation, Japan could expect no such net additions to domestic 
production. Rather, Japan was confronted with the necessity of paying 
reparations to the Allies in capital equipment and other goods. For 
stance, on January 21, 1946, the Allied Command seized more than 
+00 Japanese war plants for eventual use in reparations. This action ad- 
mittedly prevented a considerable amount of capital goods from being 
used for peace production. It was because of the inability to improve the 


* Mainichi, Oct. 5, 1945. 
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supply situation immediately that Japan turned to fiscal and monetary 
considerations in order to combat the inflationary trend. 


The Inflationary Trend 


In spite of continued price control and rationing the mounting pres. 
sure of extraordinary currency expansion and commodity scarcity jp. 
evitably manifested itself in higher general prices and in the higher cost 
of living in particular. One writer’ estimated that the general cost of 
living in Japan was twenty times as high at the end of the war as it was 
on Pearl Harbor Day. Between the surrender in August, 1945, and May 
1946, the average cost of living rose 850 per cent.* Table IT shows that 
general prices increased more than sixteen times during five years of the 
war. 

TABLE IT—GENERAL Price InpDEx, 1941-45* 


Year Index 


* Commerce and Industry data for 1941-42; Bank of Japan data for 1943-45. 


Even such an increase does not reveal the degree of inequality suffered 
by the individual recipients of fixed or low incomes. The Bank of Japan 
survey estimated that between 1943 and 1945 the average black market 
price increased 34 times.* Inasmuch as the consumer had to depend on 
the black market in addition to rationed goods, such a tremendous in- 
crease in black market prices must have affected him more than a 
increase in general prices would seem to indicate. 

According to the Allied report of April 11, 1946, in January, 196, 
“take-home” earnings were 300 to 400 per cent over the 1937 level 
Practically all the money thrown into the war industries went into the 
pockets of the people as salaries and wages, the idle money being freely 
spent for purchasing scarce goods and thus inviting inflation. Wartim 
savings, which the government had encouraged, and hoarded cash wert 
thrown back into the income stream as the saver and the hoarder soug!t 
to convert their cash into goods for fear of rising prices. Thus, during 
the few months following the August surrender there ensued a mad rat 
between consumer spending and prices. 

7 Miles W. Vaughn, United Press correspondent in Tokyo, Washington Daily News, \%* 
ington, D.C., Oct. 23, 1945. 

* New York Times, May 26, 1946. 

* Yomiuri Hochi, Tokyo, Nov. 11, 1945. 
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netary Anti-Inflation Measures 
‘sthe pressure of inflation on the living levels of the people increased, 
‘here grew tremendous popular agitation against inflation. All the 
, organized political parties proposed, among other things, conflict- 


3 pres- ny anti-inflation measures. Economists recommended, and in some cases 
ity in even deranded, immediate action to arrest inflation.” The various 
of Cost measures proposed by political parties, economists, and the press were 
mat ot predominantly of a fiscal and monetary nature. Most of them seemed to 
= tae be resigned to accept the view that there was not much hope for in- 


creasing production in any immediate future, and therefore emphasized 
the need for decreasing the money demand. As a result of popular agita- 
OF the tion and under Allied pressure, the Japanese government adopted meas- 
res calculated to stop inflation eventually, if not immediately. For 
rposes of analysis the measures taken may be divided into monetary 
| fiscal. Non-monetary measures will be discussed as a supplement to 

the monetary measures. 

Monetary Measures 

On February 16, 1946, the government ordered all banks to limit 
cash withdrawals from savings accounts to ¥300 per family 
ad plus ¥100 for each dependent. ‘‘War sufferers’ were allowed to 
aw a family aggregate of ¥5,000 and candidates for the Diet to 
withdraw up to ¥25,000 per person for campaign funds. The measure 


ee provided for an emergency withdrawal of ¥2,000 for a wedding or a 
nA funeral. Medical and hospitalization expenses could be withdrawn from 
al ink accounts upon the presentation of evidence. Withdrawals against 
asi pay checks were limited to ¥500 per wage earner. Savings accounts 
Late beyond these maximums were frozen each month. In general, the 
government prescribed 500 as a maximum for per capita consumer 

1946, spending per month. 
a= The maximum withdrawal of ¥300 plus ¥100 per dependent proved 
to the to be too high to cut down consumer spending drastically. Assuming the 
freel average size of Japanese families to be five, every family could withdraw 
artim ‘rom bank accounts a total of 700 to spend every month. Every 
h wert salaried man or wage earner was expected to live within the limits of the 
sought prescribed maximum of ¥500 a month. But it has been found that the 
during average Wage earner spends more than that maximum, owing to the high 
vd rac cost ol living.” The biggest loophole was the fact that business men and 
rs were allowed to withdraw unspecified extra cash on “business 
s, Wash “Cf. Prof. Hyoe Ouchi, Tokyo Imperial University, his radio address of Oct. 17, 1945, 


e Finance Minister”; also Prof. Yasuji Kazahaya, Kyushu Imperial University, 
Nature of Japanese Public Finance and its Democratization,” Sekai Shuho, Dec. 


himoun, Tokyo, April 26, 1946. 
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count” in addition to the continuous cash income that they were enjoy. 
ing. 

In view of the failure of frozen savings to bring down prices th 
government revised the above regulations on April 1, 1946. According ty 
the revised regulations, the previous maximum of ¥300 per person has 
been reduced to ¥100, the family total of ¥5,000 for “war sufferers” has 
been suspended, and entrepreneurs’ bank accounts have been blocked 
These changes are a considerable advance over the old regulations, and 
are likely to decrease effective demand appreciably. The freezing meas. 
ure may discourage savings and hence increase spending. But such 
spending resulting from the mere failure to save is greatly circumscribed 
by the fact that there are not enough things for which to spend. The 
measure is effectively anti-inflationary as far as the present saver. 
consumer is concerned, for obviously a maximum cash withdrawal 
¥100 a month does not go very far in terms of prevailing prices. 

Total national savings were estimated at ¥170 billions in September 
1945.” Although some of these savings were in the form of time deposits 
the rest were demand deposits as liquid as cash. Therefore, the gover 
ment announced at a September 5, 1945, Diet session that it would pai 
particular attention to the matter of payment of savings and that at 
least ¥60 billions would have to be saved during the fiscal year 1946 in 
order to decrease inflationary pressures and to facilitate foreign trad: 
Whether or not such enormous savings will have the desired effects 
mentioned depends on how much will materialize in new investment 
especially in the production of urgently needed goods and exports. A 
sound savings policy, therefore, requires that the immediate objective 0! 
reducing consumer spending be carefully coérdinated with the mor 
fundamental purpose of increasing production. That is to say, during 
inflation the freezing of savings must not be made to preclude the pos 
sibility of new investment. The blocking of entrepreneurs’ bank «¢- 
counts, for instance, is presumably designed to prevent speculatior 
spending for consumption. But it will unwittingly retard production ! 
entrepreneurs’ current earnings are not sufficient for expanding busines 
or starting new enterprises. 

Besides freezing savings, the government called in old currencies b) 
issuing the “‘new yen.” The holders of old money above the denomins 
tion of ¥10 were required to turn it in between February 25 and Marc! 
2, 1946. The government further declared unexchanged old money © 
and void after the latter date and any private exchange dealings ther 
after subject to a fine of ¥ 10,000 or less or to imprisonment not exc: 
ing 3 years. The exchange was yen for yen, but it blocked amounts abo' 


12 Finance Ministry estimate, Hokubei Shimpo, Nov. 15, 1945. 
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-necified maximums. The public institutions received in new money all 
that they turned in, but business firms could exchange only such 
unts as would be necessary for current business operations. In- 
viduals were allowed to exchange a maximum of ¥100 per person at 
y one time upon the presentation of a rice ration book. 
Bel fore the exchange some ¥60 billions was in circulation, but 10 days 
ter the exchange period the figure went down to ¥15.2 billions.” The 
liference had been largely blocked and partly demonetized or lost. But 
this drastic decrease in the circulation of money was short-lived, for 
oney was expanding daily at the rate of ¥700 millions around the end 
f February, 1946."* By April 13, 1946 the circulation of money had in- 
creased to ¥2 3.6 billions.” Wideeee. inasmuch as savings withdrawals 
are now more rigidly controlled, monetary expansion will doubtless slow 
wn. Since the velocity of money usually increases during inflation, a 
rease in the circulation of money may be somewhat counterbalanced. 
In fact, the common practice of trading on credit was reported to have 
reatly increased since the ‘“‘new yen” measure went into effect.’ Such 
tendency will of course increase the velocity of money. Inasmuch as 
paper money (treasury notes, Bank of Japan notes, and other bank 
notes) and coins are commonly used for daily transactions in Japan, the 
w restriction of cash holdings must have had a great restraining in- 
nce on consumer spending. Available evidence shows that such was 
illy the case after the exchange started." 
Another monetary anti-inflation measure was taken as a result of the 
\llied directive of April 8, 1946, ordering the abolition of the “desig- 
ted bank” system. Early in 1945 the Finance Ministry “designated” a 
v large banks as exclusive agencies to extend almost unlimited credits 
to war industries and at the same time it prohibited loans to non-war 
ndustries. After the end of the war former war industrialists on the 
government’s approved list could still obtain preferential loans from 
these banks even if the credits thus obtained eventually went into 
speculative channels. That is to say, they allegedly used the loans to buy 
p scarce consumers’ goods with a view to selling them later in the black 
narket. Thus, the “designated bank” system presumably contributed 
nflation in two ways, peas (1) in that it made large-scale specula- 
ve spending possible and (2) in that it prevented the otherwise possible 
nancing of consumption- -goods industries. The abolition of the ‘‘desig- 
nated bank” system, therefore, means that bank credit will henceforth 


al 


Vew York Times, April 1, 1946. 


Hokubei Shimpo, May 5, 1946. 
l March 23, 1946. 
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be made available to consumption goods industries. The measure js 
expected to speed up general reconversion considerably. Thus, it wi!) 
influence inflation largely through its influence on production. 

There are other favorable developments of a monetary nature. Op 
November 1, 1945, the Bank of Japan revised the standard discount and 
loan interest rates, and abolished the preferential treatment accorded to 
the notes of war industries. Under the new ruling, notes of war industries 
are excluded from the daily interest of 9 rin for commercial note dis. 
counting.’® The loan interest rate on the security of debentures relating 
to Manchoukuo or to war industries notes has been raised from 9.5 
rin to more than 1 sen. The interest rate on the overdraft on current 
deposits has advanced from 1 sen to 1.1 sen. In general, the monetary 
authorities (the Finance Ministry and the Bank of Japan) are presently 
pursuing a policy of extending liberal credit to producers, especiall) 
those of urgently required goods and services. 


Fiscal Measures 


The government had committed itself to a liability of some ¥56 
billions payable to war industries, insurance companies, and individuals, 
and had paid out ¥6 billions after the end of the war. In spite of bitter 
public criticisms the Shidehara administration insisted on paying ir 
demnity to war industries on the theory that such a policy was neces- 
sary to speed up general recovery. The Allied directive of November 24, 
1945, approved indemnification on condition that the payments be 
frozen in special accounts at the Bank of Japan to be withdrawn with 
Allied approval. It also required the return to the national treasury and 
the freezing of all indemnity payments above ¥5,000 made after August, 
1945. 

The freezing of indemnity payments has the effect of diminishing in- 
flationary pressures because it prevents an immediate flow of huge pub! 
funds into the income stream. To th» extent that war indemnity pay- 
ments are cancelled by taxes, inflationary borrowing is minimized 
Furthermore, the freezing of indemnity payments has a better eflect on 
business incentives than a drastic policy of abandoning them would 
have. To the extent, therefore, that business incentives are improved by 
a policy of paying indemnity to corporations, production may b« : 
creased and thus reduce inflationary pressures. This is perhaps why the 
Allied Command has agreed, on principle, to the payment of war in 
demnity. 

A more positive measure against inflation is the new capital levy an¢ 
the property value increase tax commonly known as “‘a war-profits tax. 


18 Rin=1/10 of a sen; sen=1/100 of a yen. 
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The capital levy against corporations has been abandoned because of the 
nary implications of paying with debentures. As a result of a 

s of amendments, a capital levy is applicable against every in- 
al owning cash, land or securities worth more than ¥30,000, with 

» fat exemption of ¥3,000. The rates range from 10 per cent on amounts 
nder ¥40,000 to 85 per cent on amounts over ¥50,000,000. The es- 
ated revenue from this source is ¥80 billions. As for the property 
e increase tax, it covers increases in property values between 1940 
and 1946. The rates range from 60 per cent on amounts under ¥100,000 
100 per cent on amounts over Y300,000. This tax, however, is de- 
tible from the capital levy. Furthermore, property continuously 
| during the period, except securities, is exempted. The tax is ex- 


nected to yield approximately ¥15 millions. 


For purposes of collection tax-payers have been divided into three 
asses, namely, Class A consisting of property owners with more than 
¥500,000, Class B with 100,000 to ¥500,000, and Class C those below 
¥ 100,000. The order of collection is Classes A, B, and C. They are all 


xpected to pay most of the property taxes within the fiscal year 1946, 


t because of the need to liquidate holdings some delayed payments 
considered inevitable. For this reason two years is set as alimit. 
us, both the period and the method of collection are calculated to 
ve anti-inflationary effects. Moreover, the revenue from these prop- 
rty taxes will go a long way toward balancing the budget, thus prevent- 
g inflationary public borrowing and spending. It is probable that some 
roperty owners will dishoard the supply that they hold in order to pay 
he taxes. This would increase the total commodity supply and, hence, 


seep prices down. Against this must be weighed the possibility that the 
taxes may somewhat reduce business incentives and thus retard produc- 


nN 


The Allied directive of November 24, 1945, also required the termina- 


i of payment of all military service pensions after February 1, 1946. 
(his measure is to remove an annual burden of ¥1.5 billions. In terms 
‘ the estimated outlay for the fiscal year 1946, this sum represents a 

arly 11 per cent saving. The measure materially helps toward bal- 
ncing the budget and also prevents a net addition to the money supply. 

Perhaps the most important fiscal measure against inflation is the 


new policy of balancing the national budget. For deficit financing has 


cen the greatest single cause of inflation. The 1946 budget consists of a 


total revenue of ¥13,328,391,000 and a total outlay of ¥12,813,885,000." 
‘n contrast, this latter figure amounts to only 12 per cent of the total 


approved for the fiscal year 1945. Taxation dominates the 


iuri Hochi, Dec. 6, 1945. 
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revenue side. According to Finance Minister Shibusawa, the estimated 
total revenue for the fiscal year 1946 consists of 77 per cent from taxes 
14 per cent from government business, and the rest from unspecified 
sources.*° This great reliance on taxation is as it should be during ip. 
flation, but the government plan to increase consumption taxes has been 
severely criticized." However, it is undeniable that consumption taxes 
together with property taxes and other levies, supplement the monetary 
measures already mentioned in reducing the money demand. A great 
deal depends on how much and how soon these taxes will absorb the 
excess of cash balances. 


Supplementary Measures 


Supplementary anti-inflation measures have to do mainly with th 
supply side. The Allied directive of September 22, 1945, gave priorities 
to the production of food, clothing, and housing in the allocation of raw 
materials, equipment, and labor. The government has abandoned thi 
price control of fresh foodstuffs in order to stimulate food productio: 
and has also stopped the rationing of clothing. Thus, both the Japanes 
government and the Allied Command are encouraging the production 
consumers’ goods. Some encouraging results were already discernibk 
toward the end of 1945.” 

Nevertheless, the production of consumers’ goods still lagged behind 
that of producers’ goods. For instance, coal output in February, 1946 
reached 35 per cent of the 1935-37 average and electric power 90 pei 
cent, but manufactured goods only 9 per cent.” It is interesting to not 
in this regard, that the Mitsubishi plant in Kyoto, which produced 
planes during the war, has started automobile production and that 
other former war plants are following suit. However, these are excep 
tional cases, for the production of consumers’ goods is being carried on 
largely by medium and small factories which have survived air raids 

Foreign trade approved by the Allied Command, though small in 
extent, will also improve the supply situation. The total value of ex- 
ports for 1946 is estimated at 25 per cent of the 1934-39 average. Th 
foreign exchange thus obtained is to be used to pay for the imports 
essential to the maintenance of “the minimum standard of living.” A 


net addition to the supply of goods, which imports imply, will help keep 


20 Loc. cit. 

21 See Prof. Y. Kazahaya, op. cit. 

2 Soon after the surrender some 50 textile factories started producing civilian clothes 
(Mainichi, Oct. 3, 1945.) Toward the end of 1945 pots and pans, electric plates, bu kets 
needles, shoes, matches, electric bulbs, radios, bicycles, and other consumers’ go« rds began a 
pearing in the market, though in small quantities. (Nippon Times, January 6, 1940). 

*3 New York Times, April 1, 1946. 
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Jomestic prices down. This addition is not likely to be offset by a net 
ings incident to commodity exports, for such exports exclude those com- 
sodities which are urgently required by domestic consumers. More- 
yer, imports are expected to have the effect of frightening merchants 
farmers into dishoarding much of the supply that they hold in 
anticipation of higher prices. The United States is at present supplying 
a certain amount of food to Japan in order to “‘protect American forces 
against starvation riots.” This American food policy in Japan also helps 
to reverse the inflationary trend. 
The new land law is likely to affect inflation. According to the new 
law all farm rentals must be paid, not in kind as was the case before, but 
money. In view of the fact that farmers have paid in the past as much 
as 70 per cent of their rentals with crops, the amount of cash that they 
w need for the payment of rent will be proportionally large. In order 
obtain cash farmers would dishoard the stock on hand or sell new 
produce to urban areas. This would increase the food supply in urban 
areas and hence keep the cost of living in those areas from rising. More- 
ver, the resultant transfer of income from towns to the country would 
reduce urban purchasing power, and consumer spending with it. On the 
ther hand, the change in the method of payment from kind to money in 


idi Gl 


money as to offset the above anti-inflationary effects somewhat. 


Conclusion 


The foregoing analysis of the various methods of controlling inflation 
in Japan shows that, on the whole, these methods are too indirect and 
too negative to be highly effective in the immediate post-war period. 
Thus far monetary measures have proved more effective than fiscal 
nes simply because it takes time for the full impact of the latter to 
make itself felt. Of all the measures taken, the balancing of the budget 

i crucial importance. The net results thus far have been to keep 
inflation from assuming greater proportions. But this must be considered 
a success in view of subnormal production. Japanese experience com- 
pares favorably with French, Belgian and other European experience. 
lt should be mentioned that the degree of success Japan has achieved in 
combating inflation is a favorable commentary on Allied economic 

In order to overcome inflation completely much more is required than 
cal and monetary measures. Fiscal-monetary policy needs to be 

ordinated with price, wage, and production policies. The present 
‘ystem of rationing is not coupled with rigid price control. Black market- 
ig can be minimized by more rigid price control, although it cannot be 
cuminated except by increasing production. The abolition of production 
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control was premature, indeed. Thus far the newly organized trade 
unions have refrained from strikes in order not to retard production 
But they will in time demand higher wages to match the higher cost 
of living. Yet there is no wage policy on the part of the government ¢; 
forestall the possibility of a race between wages and prices. If inflation 
persists despite all the measures taken, Japan may find it necessary | 
adopt such rigid economic controls as proved effective during the war, Eco 

There are non-economic factors which are conducive to the eventua social 
control of inflation in Japan. The unified Allied Command under analy 
American leadership facilitates the execution of the Japanese govern- joubt 
ment’s anti-inflation program. The inclusion in the Diet of more demo- to ect 
cratic elements as a result of the recent general election is bound to have fectlor 
a favorable influence on the effort to control inflation. Increasing politi- far ha 
cal stability will raise business confidence and hence encourage greater that i 
production. The growing democratic movements in other countries wi! econo 
certainly have favorable repercussions in Japan. These developments ar liscip 
likely to affect the Japanese economy even in relatively short periods some 
with the result that the fiscal and monetary measures against inflatior mp 
will be greatly reinforced. 
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on ECONOMICS IN THE WAR PERIOD* 
to By Paut T. Homan 


I. Pre-War Trends in Economic Thought 


ar, Economics is sometimes regarded with some show of envy by other 
1 social scientists because of its reputation for having a more precise 
ler analytical discipline than they have ready to their hands. This is no 
n- ioubt in a degree true, but the advantage is not at all times very clear 


10- ‘o economists who are struggling against the weaknesses and imper- 
ve ections of their discipline and trying out exploratory innovations. So 
ti- lar has the experimental spirit carried during the past three decades 


ter that it is hardly correct to say that there exists an agreed discipline of 
7 economic analysis. Rather there is a series of more or less inter-related 
ir isciplines in a degree complementary, in a degree competitive, with 
1s some difference of opinion concerning what is complementary and what 
Or mpetitive. 

Since all sciences except mathematics are compounded of a body of 
hjective phenomena, a body of analytical method wherewith to estab- 
shor state the relations between phenomena and a statement of estab- 
ished relations, an essential preliminary to analysis is to delimit the 

phenomena or aspects of phenomena which are the subject of analysis. 
lt is perhaps in the supposed existence of an economic criterion or 
benchmark, even more than for its analytical technique, that economics 
nas been the object of envy. This criterion was historically the principle 
oi “value” based upon rational self-interest. Since, however, the curios- 

vy of economists has not been limited to aspects of phenomena falling 
within that principle, the boundaries of the science remain vague, in 
particular as they encompass the non-rational areas of behavior and the 
areas of collective action, or as they comprehend relations which are 
not to be approached through a psychological principle. 

A great deal of what is included within the scope of economic litera- 

ture does not, in fact, involve very much in the way of theoretical anal- 


*This paper was written by request for inclusion in a forthcoming volume dealing with 
ind humanistic disciplines, 1939-1945, soon to be published by the American Council of 
ed Societies. It is printed in the Review by kind permission of the Council. The circum- 
ices under which it was written make it highly imperfect both in topical analysis and 

shical reference. While persons who have seen it in draft have, nevertheless, suggested 
blication in the Review would be useful to economists who have not been able to follow 
rime literature, I must urge that it cannot serve as a substitute for careful scrutiny 

* book reviews and the book and periodical lists which have appeared in the Review. 
the failure to mention important books, I can only plead inability on short notice to es- 

Dish satisfactory acquaintance with the merits of all books over the whole range of eco- 

mic publications. —P.T.H. 
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ysis. It is largely descriptive, establishing the institutional picture—a; 


in describing the character of the banking system, the financial marke 
or the War Labor Board—and identifying particular types of econom; 
problems. Since there are many such areas, some of them extremelh 
complex, economists tend to become specialists in terms of their interes; 
in institutions and, to the extent that this is so, while contributing ¢ 
knowledge, they may contribute but little to the broader analysis o; 
economic relations. It is, however, in the latter field that what may }y 


called the development of economic thought and science takes place. a 


process generated by a very few ingenious minds though elaborated by 
many. 

In the inter-war years various trends of thought, or fads, to take th 
worst view of some of them, were given expression. While it is difficult 
to disentangle them, the following series expresses roughly the character 
of the developments. 

1. The most pronounced trend, speaking negatively, was away from 
reliance upon analysis of the processes of the atomistic market as th: 
primary content and concern of economic theory. 

2. In point of time, just after the first world war, the positive trend 
was that designated as “‘institutional,’” carrying with it emphasis up 
(a) descriptive monographs, (b) non-rational psychological factors and 
therewith a blurring of the distinctions from other disciplines, (c) quant 
tative (statistical) analysis, (d) as a central analytical problem, th 
explanation, or at least description, of the business cycle in unorthodox 
terms, and (e) the application of economic analysis to problems of social 
control. 

3. In minds less prone to unorthodoxy there was still a growing recog- 
nition of the hiatus which separated three areas of theoretical analysis, 
namely, value theory, monetary theory, and cyclical theory. 

4. In the more classical tradition, the partial equilibrium analysis 
of Marshall was broadly supplemented by the introduction into Amen 
can thought of the general equilibrium theory and therewith a tendenc, 
to conduct theoretical analysis in more completely mathematical terms 

5. Also related to the classical tradition, there was a departure from 
the competitive and monopolistic assumptions of equilibrium theor) 
and a development running in terms of “imperfect” and “‘monopolistic 
competition—a development which led to emphasis upon the “theory 
of the firm”’ rather than of the broader market and tended to so great 4 
fragmentation of analysis as seriously to threaten the whole foundatio 
of general theory. | 

6. Early experiments in cyclical theory opened out into a genera! 
effort to establish a theory of economic dynamics which was capable © 
introducing the time element and of establishing the temporal relation 
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chin between variable economic quantities. The approaches were both 
-atistical and mathematical. 

+ It was a long-standing frustration on the part of many economists 
at economic theory gave no answers directly applicable to questions 

‘economic policy, and the dynamic analysis was looked to for some 
hange in this situation. 

s. During the years immediately prior to the second world war the 
une of economic analysis was very largely called by Keynes whose 
Treatise on Money, first, but more particularly his General Theory of 
Employment, Interest and Money, made the only connected attack upon 
, number of the points enumerated above. While the mold of the 
eneral Theory was that of equilibrium analysis, its suggestiveness lay 
othe field of dynamics. Its emphasis lay away from the so-called micro- 

nomic analysis of classical theory and toward macro-dynamics, or 

e explanation of temporal changes in economic aggregates such as 
aggregate savings, investment, demand and employment. By finding 
wswers in terms of monetary and fiscal policy, it provided a bridge 
however treacherous) between theory and policy. 

). Oriented by Keynes toward aggregates and toward policy, much 

nomic analysis has recently centered around the development of 

hniques whereby the nature and magnitude of aggregate economic 
adjustments can be experimented with in hypothetical figures and into 

hich it is hoped that real data can be introduced as an instrument for 
economic prognostication, policy and control. 

10. It may be truthfully said that, at the beginning of the second 
world war, however usefully economists may have been employed in 

her lines of description and analysis, in so far as they were concerned 

th problems of general economic theory they were largely (a) exploit- 
ing and extending Keynes’s theory as a substitute for other theory, (b) 
ulapting Keynes into their pattern of thought, or (c) attempting to 
exorcise the Keynesian “errors.” 

ll. The net result of the intellectual ferment of the inter-war years 
Was to create a great variety of ingenious devices for extending economic 
nalysis and to present many economic relations and problems in new 
chts without having led to any general consensus concerning what would 
ve ephemeral and what permanent. The conceptual instruments and 
wmalytical techniques of economics had been greatly enriched, but the 
egree of their direct applicability to questions of policy was problem- 

al. The setting for new applications of analysis to policy had been 


‘he years of depression. While the new analytical apparatus was appli- 


‘ble to other circumstances, its policy applications to other circum- 
‘ances were by no means clear or unambiguous 

1? 

\2. Bearing upon the narrower technical sphere of theory and anal- 
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ysis were the broader questions of basic economic philosophy. It js 
not to be doubted that many economists, especially younger ones, had 
little emotional loyalty to the capitalist system as they knew it and 
were in some sense arranging their thoughts in relation to a more cop. 
trolled economy which they thought to be either inevitable or desirable 

13. The intellectually fascinating territory which economists had 
been exploring just prior to the war had the effect of engrossing them in 
their own discipline, so that the strong trend just after the first world 
war toward a closer association with the other social sciences had been 
largely dissipated. This fact had certain deplorable consequences in that 
many young economists, while achieving a remarkable technical com- 
petency in economic analysis, operated within an unduly superficial 
social context. 

In such a condition economics entered the war and in much the same 
condition it emerges from the war, since the circumstances during the 
war were not such as to engender much theoretical development. Along 
the way, however, some economists have had the opportunity to try out 
their concepts and methods, in the analysis of wartime problems and 
post-war prospects. A notably able group of younger economists has 
emerged, and it is in the areas of discussion and argument which they 
carry on among themselves that interest now largely centers. 

As always happens, any discussion of trends in economic theory exag 
gerates the differences among economists. It has often been observed, 
however, that the more concrete the phenomena and the more restricted 
the relations to which any group of economists must address themselves, 
the more nearly their practical judgments coincide. So it has been during 
the war, and large numbers of economists have worked together in 
unity and harmony in a great variety of tasks for which their type o 
training in critical analytical thought had prepared them well. 


n ote Wi 


Il. Wartime Economic Publications 

That the concrete subject matter of economic study is varied ané 
complex is illustrated by the fact that in the American Economic Revie: 
publications are classified under 22 headings, many of which are them 
selves multiple. Since publication continued at a relatively high level 
during the war, it is clearly impossible in short compass to give a com 
prehensive review of the wartime literature. Attention will therefore bi 
limited to identifying certain trends in the literature and to noting out- 


matters of including and excluding particular titles. 
Books 
Relatively little is to be found in the more conventional areas 0 


9 


theoretical writing. In the history of doctrine, J. J. Spengler produced 4 
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soteworthy volume on French Predecessors of Malthus (1942), G. J. 
Period (1941) and S. L. Levy, a volume on N. W. Senior (1943). E. 
Whittaker produced a general textbook in this field. 

4. W. Marget in 1942 published the second volume of his monu- 
mental Theory of Prices which included an elaborate refutation of the 
Keynesian “‘heresies.”” Other volumes of considerable merit which 
arried forward pre-war trends of theoretical discussion were The Theory 
of Competitive Prices (1942) by G. J. Stigler, Monopolistic Competition 
nd General Equilibrium (1940) by R. Triffin, and Anticipations, Uncer- 
wintyand Dynamic Planning (1940) by A. G. Hart. A unique, formida- 
ble and quite unclassifiable mathematical contribution to economic 
analysis, especially with respect to the interesting economic problems 
i monopolistic competition, appeared in The Theory of Games and Eco- 
nomic Behavior (1944) by J. von Neumann and O. Morgenstern. 

Certain other volumes, though oriented toward special subject mat- 
ters, were also of particular interest as developments or applications of 
analytical method. Among these mav be especially noted A Theoretical 
Analysis of Imperfect Competition, with Special Reference to Agricultural 
Industries (1941) by W. H. Nichols, General Equilibrium Theory in In- 
ernational Trade (1944) by J. L. Mosak and International Trade and the 
National Income Multiplier (1943) by F. Machlup. 

Perhaps the most ambitious theoretical work published in the war 
years was Economics of Control (1944) by A. P. Lerner, which repre- 
sented the apotheosis of the extensive pre-war writing on “welfare 
economics.’’ Though incorporating a Keynesian viewpoint, it deals 
broadly with the basic problems of optimum allocation of economic 
resources, attempts to define the proper réle of government in this 
rocess, and without equivocation assigns to economists the réle of 
formulating and evaluating economic policies in the social interest. In 
defining the réle of government, Lerner relies heavily upon the use of the 
fiscal powers, developing his theory of “functional finance,” and in that 
respect the book merges into the literature of business cycles and “full 
employment’”’ noted below. In somewhat the same orientation but of 
more limited scope is Price Flexibility and Employment (1944) by O. 
Lange. Another volume of outstanding interest is The Theory of Capital- 
ist Development (1942) by P. M. Sweezy. 

A considerable number of general textbooks appeared during the war 
in new or revised form of which, it may not be too invidious to suggest, 
Economic Analysis (1941) by K. E. Boulding and Economic Analysis 
ind Public Policy (1943) by M. J. Bowman and G. L. Bach have a spe- 
cial interest by reason of incorporating the newer analytical techniques 
into elementary instruction. The same may also be said of The Social 
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Framework of the American Economy by J. R. Hicks and A. G. Har 
adapted from Hicks’s British original. 

A considerable literature developed in what may roughly be called 
the field of business cycles, some of a strictly theoretical and analytica| 
character, some merging into discussions of war finance and the prob. 
lems and policies of the post-war world. Just prior to the war there had 
been two notable contributions to this field, Business Cycles (1939) by 
J. A. Schumpeter and Prosperity and Depression (revised 1941) by G 
Haberler, the latter contributing a noteworthy summary of the recent 
literature of the subject. A republication of outstanding articles in the 
field was presented in Readings in Business Cycle Theory (1944). 

Pre-war thought in this field, giving effect in various degrees to the 
Keynes influence, was represented by a group of books published after 
1940: Fiscal Policy and Business Cycles (1941) by A. H. Hansen, Jnves! 
ment and Business Cycles (1941) by J. W. Angell, Full Employment 
(1941) by J. H. G. Pierson, Deficit Spending and National Income (194! 
by H. H. Villard, and The Creation of Purchasing Power (1942) by D 
McC. Wright. Hansen’s volume crystallized a great body of earlier 
analysis in the Keynesian vein to suggest the broad use of the fiscal 
powers of government as a means to economic stability. Pierson’s book 
placed its emphasis upon the use of such powers to support aggregat 
consumption directly, rather than upon the usual Keynesian device | 
supporting investment to offset savings. The type of analysis presented 
by such books was widely popularized, even vulgarized, in lesser works 
A number of textbooks and other contributions to cyclical discussion 
appeared especially in the early years of the war. 

The literature which proposed to utilize the borrowing powers of the 
government without assignable limit as the instrument for achieving 
and maintaining full and stable employment provoked a reaction, bot! 
against the assumptions upon which their long-range outlook was pred 
icated and against the presumably dangerous consequences of th 
proposed policies. This counterattack is not well represented in much 
writing of high quality, but may be seen at its most emphatic in 7/ 
Bogey of Economic Maturity (1944) by G. Terborgh and The New Philos 
ophy of Public Debt (1943) by H. G. Moulton. Such views also hav 
been vulgarized and have given rise to defenses of the status quo whic! 
are no part of the sober judgment of the responsible economists. | 

The type of literature outlined immediately above, while technica! 
in character, has points of contact with certain other deep-seated con- 
flicts of social and economic philosophy, which may be roughly describec 
as lying between those who are less addicted and more addicted to th 
liberal philosophy, in the old-fashioned meaning of the phrase. This 
divergence of view is more easily illustrated in the English literature. 
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and Wootton, while the liberal writings of Hutt and Fisher, for example, 
~yn strongly counter to those of Keynes, Beveridge, Kaldor, and the 
Oxford Institute of Statistics authors of The Economics of Full Employ- 
went. The variations of theme between more planning and less planning 
are too numerous to review briefly, but the two orientations are quite 

early discernible. In the United States, the most extreme statement of 
the liberal viewpoint during the war was in two books by L. von Mises, 
Omnipotent Government (1944) and Bureaucracy (1944). Sober analysis 

{the social problems of a liberal world are to be found in Social Goals 
nd Economic Institutions (1942) by F. D. Graham and Capitalism, 
Socialism and Democracy by J. A. Schumpeter. Toward the “‘planning”’ 

ie were a number of volumes of which The Unfinished Task: Economic 
Reconstruction for Democracy (1942) by L. Corey, is representative. 

As the circumstances first of the defense program, and then of the 
sctual state of war, overtook the United States, the attention of econo- 
nists turned increasingly to the economic problems of war. Several 
general books and symposia on the economics of war appeared and a 

ertain amount of rather desultory writing upon the physical aspects 
‘preparation for war. The most elaborate and cogent economic analysis 
‘the early war years was, however, devoted to the fiscal aspects, in 
particular to the problem of inflation. Oddly enough, or perhaps because 
ithad been adequately done before, there was very little discussion like 
that during the first world war about how a war is “really financed”’ as 
between present and future generations as a result of taxing or borrow- 
ng. The shades of Pigou, Bickerdike, Seligman, Hollander, Davenport, 
cal. took care of this problem. 

Much of the best discussion of the fiscal problems of war took place in 
the periodical literature. Much of it also was done in unpublished memo- 
randa in government offices. There were, however, a number of sub- 
stantial books on the subject, including Paying for Defense (1941) by 
A. G. Hart and E. D. Allen, Fiscal Planning for Total War (1942) by 
W.L. Crum, J. F. Fennelly and L. H. Seltzer, A Treatise on War Infla- 
ion (1942) by W. Fellner and Taxing to Prevent Inflation (1943) by C. 
Shoup, M. Friedman and R. P. Mack. Even in this field, Keynes rather 
led the way with ideas presented in his How to Pay for the War as well as 
cepts from the General Theory. 

lheories of the process of inflation ran generally in terms of the gen- 
ral amount of demand for goods relative to their supply. After “full 
nployment”’ is reached and output is no longer expansible, expansion 
o| government war spending (or private investment) over what people 
will be willing to save at full employment, will give rise to an “‘inflation- 
y gap.’ The government will get its war material, but only by bidding 
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Havek’s Road to Serfdom brought rejoinders in book form from Finer 
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up prices. But the price rise only “‘closes the gap” in a momentary sens. 
The higher value of output and sales constitutes the profit or Wage in. 
come of the community, and again there is an incipient inflationary gap 
Thus, inflation would tend to proceed at some compound-interest rate 
the exact speed depending upon the magnitude of war spending jp 
comparison with civilian saving, the extent to which wage demands 
rather than profits absorb the higher costs, the time-lag between the 
receipt of income and its expenditure, forward speculation, etc. The 
prescribed preventatives ran to extremely severe income and spending 
taxation or heavy borrowing—forced if necessary—out of incomes which 
would otherwise be spent on consumption. 

In practice, the fiscal measures adopted were much less severe than 
those proposed by economists. Since inflationary developments were {ar 
less marked than was feared, one is in retrospect compelled to conclude 
that almost all economists underestimated the extent to which direct 
controls and increased production could hold the price line and organize 
the war effort. 

One interesting by-product of the wartime fiscal analysis was some 
very interesting technical development in the processes of analyzing 
and anticipating changes in the national income. There developed some 
difference of professional opinion as to whether it is preferable to use 
rough objective data largely admixed with personal judgment or to use 
precise but arbitrary data as the basis for forecasting. 

The arts of national income and employment forecasting became even 
more engrossing as economists began to look forward to the post-war 
period and to consider the character and magnitude of the readjustments 
to be made therein and the means to rapid reabsorption of the working 
population in peacetime pursuits. Not very much of the elaborate dis- 
cussion of these matters has reached book form. A good deal of the 
analysis followed the ‘‘offsets-to-savings’”’ method of income analysis- 
but with widely varying results. The pattern of saving against income 
was estimated from past data on national income, consumption, and 
savings, and from family-budget studies. Allowances were made {or 
backlogs of war-deferred demand for consumers’ durables and for the 
accumulations of wartime liquid wealth and savings. Investment fore- 
casting was recognized as more difficult. One school tried to use pas! 
statistical regressions against incomes. Others objected to this, saying 
that this only gave one back in concealed form the saving schedule and 
not an investment schedule. They preferred to use their qualitative 
judgment. In general, though not uniformly, the former method pro- 
duced optimistic guesses, while the latter ordinarily came out with 
relatively low long-run private investment and a need for aggressive 
fiscal policy. 
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The pessimists went awry in their forecasts of a deep slump and large 
unemployment immediately following the war primarily because con- 
wmption expenditure, particularly in the non-durable categories, 
‘ymed out to be very much greater than anyone had expected from 
previous patterns. There is irony in the fact that those who were most 
‘ht during the war—as compared to the repeated forecasts of the 
“wolf of inflation” by reason of underestimation of the country’s pro- 
ductive capacities and the efficacy of direct controls—later proved to 
be most wrong. It would appear that forecasting is still a black art. 
Rut economists who strongly believe in fiscal means of maintaining full 
employment must assume the possibility of improvement in this respect, 
since timely anticipation is the very heart of the effective use of such 
means. It is, indeed, upon this practical question, rather than upon the 
validity of the theoretical analysis, that the judgments of many econ- 
omists part company.! 

A convenient introduction to some current methods of national in- 

ome and national product accounting, including the relations between 

blic expenditure, private investment and consumption is to be found 
n National Budgets for Full Employment (1945) published by the Na- 
tional Planning Association. Various aspects of post-war programs and 
prescription are to be found in Present Savings and Postwar Markets 

1943) by S. H. Slichter, Markets after the War (1943) by M. Livingston, 
Demobilization of Wartime Economic Controls (1945) by J. M. Clark, 
Postwar Economic Problems (1943) and Economic Reconstruction (1945) 
both edited by S. E. Harris, Financing American Prosperity (1945) 
edited by P. T. Homan and F. Machlup, and The Economics of Peace 
1945) by K. E. Boulding. Problems of post-war economic policy have 
also been dealt with in a highly competent fashion in a series of studies 
sponsored by the Committee for Economic Development, including a 
valuable summary policy statement in Jobs and Markets (1946). 

The great potential importance of national income accounting lends 
special weight to the fundamental scientific works of S. Kuznets, Na- 
ional Income and Its Composition, 2 Vols. (1941) and National Product 
in Wartime (1945), as well as to the later volumes in the series, Studies 
in Income and Wealth, published by the National Bureau of Economic 
Research. In this connection, mention must also be made of the ex- 
pansion and improvement of national income studies in the Department 
oi Commerce and publication in the Survey of Current Business of in- 


come data which was basic to current discussion of the economic out- 
le ok 


‘The form of the preceding five paragraphs is largely based upon notes supplied by Pro- 
lessor P. A. Samuelson. 
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The preceding survey perhaps adequately presents the primary trends 
in economic literature during the war, but it leaves out of account many 
useful, and a few notable, books in various special fields. 

There was a considerable amount of publication in the field of eco. 
nomic history of which by far the most notable was M. Rostoytsef’s 
three-volume Social and Economic History of the Hellenistic Worl; 
(1941). C. W. Wright completed his long-awaited Economic History 
of the United States (1941). 

After 1939 there appeared the two-volume survey of Government and 
Economic Life (1940) edited by L. S. Lyon. Notable earlier articles were 
republished in Readings in the Social Control of Industry (1942). The 
numerous hearings and monographs of the Temporary National Eco. 
nomic Committee also appeared, giving rise to a considerable grist of 
later books on the institutional structure of the American economy. A 
supplement to the American Economic Review containing articles on 
the work of the TNEC was issued in 1942. 

Outstanding, but difficult to classify because it is several books in 
one, is N. J. Silberling’s encyclopaedic Dynamics of Business (1943). It 
might perhaps be placed with the cyclical literature since it analyzes 
trends, cycles and time relationships since 1700 and their bearing upon 
government and business policies, giving emphasis to the inconsistency 
of the manner in which capital and credit resources have been used wit! 
continuous and orderly expansion. In the field of business organization 
and practice, outstanding titles have been Price Making in a Democracy 
(1944) by E. G. Nourse and Business as a System of Power (1943) by R. 
A. Brady, the latter a relentless unveiling of the textbook story oi 
business as a system of service. 

In the monetary and international fields one finds The Gold Standard 
Reinterpreted (1940) in two volumes by W. A. Brown, Jr., Exchang: 
Control in Central Europe (1943) by H. S. Ellis, excellent textbooks by 
H. L. Reed, G. N. Halm and L. V. Chandler and other useful studies by 
J. Viner, E. Staley, A. H. Hansen, N.S. Buchanan, C. B. Hoover, P. T. 
Ellsworth and others. The extensive discussions surrounding the inter- 
national monetary conferences gave rise to descriptive and analytical 
accounts by G. N. Halm and M. A. Heilperin. 

There was extensive publication in the field of labor economics, with 
special interest attaching to Union Policies and Industrial Management 
(1941) by S. H. Slichter, Te Dynamics of Industrial Democracy (1942 

by C. S. Golden and H. J. Ruthenberg, Wage Determination under 
Trade Unions (1944) by J. T. Dunlop, and the third and final volume 
of the monumental Economics of Labor by H. A. Millis and R. ! 
Montgomery. Ina notable volume, From Relief io Social Security (1941), 
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1946] 
Grace Abbott epitomized a critical decade of the development of 
: Finally, certain spheres of technical interest remain to be mentioned. 
4 substantial amount of work was done, especially at the National 
Bureau of Economic Research, on the development of statistical cost 
functions, pioneered by J. Dean, epitomized in Cost Behavior and Price 
Policy (1943) and discussed controversially in the periodical literature. 
Some considerable progress was made during the war in the statistical 
techniques for measuring economic relations and in this connection the 
work of T. Haavelmo and others at the Cowles Commission will no 
doubt receive increasing attention. Among the outstanding publications 
of the Commission were The Probability Approach in Econometrics by T. 
Haavelmo and Studies in Mathematical Economics and Econometrics. 
W.W. Leontief’s “‘tableau”’ of the economic system in his The Structure 
of the American Economy and other publications presented an extremely 
interesting innovation in economic analysis. 


The Economic Journals 


The preceding survey of economic publications in book form is far 
irom telling the whole story. Much of the seminal thinking in economics, 
as well as more pedestrian material, is normally published in the eco- 
nomic journals. The same was in a measure true during the war, although 
it was in considerable degree impaired by the fact that most of the econ- 

mists who might have contributed most effectively to current dis- 
cussion were employed in war agencies and either not in a position to 
publish or otherwise too busily engaged to do so. 

All the economic journals succeeded in maintaining regular publica- 
tion during the war, the American Economic Review at about its normal 
size and the Quarterly Journal of Economics, the Journal of Political 
Economy and Econometrica at less than normal size. 

Running far ahead of all other topics in number and volume was that 
of public finances and fiscal policy in a great variety of ramifications. 
During the early period of the war considerable attention was given to 
the inflationary potentialities of wartime borrowing and expenditures 
and to analysis of the inflationary process and of the so-called inflation- 
ary gap. A good example is a paper on “The Inflationary Gap” by 
Walter Salant. Later the discussion turned to problems which may gen- 
erally be described as “the burden of the debt”’ and to various detailed 
aspects of fiscal policy and administration. 

Beyond this the contents of the journals ran very largely to the normal 
pattern of special institutional studies of one sort or another. Just before 
and after the beginning of American participation in the war, there was a 
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considerable run of articles on monetary reform and on a variety of as. 
pects of industrial organization and policy, much of it an aftermath oj 
the investigations of the Temporary National Economic Committee 
Later the articles were more topical to the war economy, as in Papers on 
price regulation, labor controls, raw materials controls, and forward 
glances toward liquidation of war economy or advanced proposals for 
annual wages. Illuminating and interesting in detail, none of these 
articles stand out as especially striking contributions to thought or 
knowledge. 

The articles in the conventional spheres of theoretical analysis were 
not numerous nor especially distinguished. There was a considerable 
spate of articles on “‘the stability of equilibrium” and upon “the multi- 
plier,” two articles on “The International Trade Multiplier” by L. A. 
Metzler being especially outstanding. Useful contributions to methodo- 
logical discussions were made by a number of writers. 

The Keynesian theme ran strong in much of the periodical literature, 
not, however, to any great degree in abstract theoretical developments, 
but rather in the orientation of discussions of fiscal policy on the one 
hand and in the formulations of models for use in economic forecasting 
on the other. In this connection mention may be made of an article on 
“Fiscal Policy and Income Determination” by P. A. Samuelson. In a 
rather outstanding appraisal, D. McC. Wright brought to focus thy 
terms upon which Keynes might be absorbed into the fold of economics, 
rather than routing and replacing the flock. 

Toward the end of the war and just afterward, there crept into the 
journals what were, indeed, but faint echoes of the methods and results 
of experiments in forecasting by which government economists were 
attempting not merely to prognosticate the post-war employment and 
production conditions, as a basis for reconversion policies, but also to 
lay the basis for more permanent types of ‘‘national budgeting.” Articles 
by A. Smithies and J. Mosak on “Forecasting Postwar Demand” and 
by Hagen and Fitzpatrick on “‘National Output at Full Employment in 
1950” illustrate developments in this interesting field. 

The mildly interesting and relatively mediocre character of the con- 
tents of the journals during the war, especially in its later stages, was in 
marked contrast to the intense intellectual effort, inventive ingenuity 
and tough controversy which was concurrently going on among the more 
able government economists. The circumstances of wartime presented 4 
sort of impasse in that enough fertile thought was going into inter-ofiice 
memoranda to fill whole issues of journals on various economic subjects 
but it could not be presented to readers at large either because it was 
included in restricted documents or because those responsible were too 
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scupie to prepare manuscript for publication, or both. The fer- 
ent of thought and analysis, and its implications for basic policy, have 
ther refore only begun to be fully conveyed to the broader ranks of econ- 


mists in post-war periodical articles. 


Ill. The American Economic Association 


During the years since 1939, the post of President of the American 
Economic Association has been held by F. C. Mills, S. H. Slichter, E. G. 
Nourse, A. B. Wolfe, J. S. Davis, and I. L. Sharfman in that order. 
uring the war years it was impossible on account of transport diffi- 
culties to hold the usual annual meetings but, even so, local meetings 
were held in Washington where so many of the country’s economists 
were concentrated. The programs were for the most part devoted to 
analysis of the economic problems of war and of the post-war period. 
\nnual volumes of papers and proceedings of normal pre-war size were 
issued as supplements to the American Economic Review. 

During the war years the Association engaged in an unusual number of 
activities through special committees. These included committees on 
Book Reviewing, Re-publication of Articles, Economists in the Public 
service, Research, Source Book of Economic Statistics, Undergraduate 
Teaching of Economics and Training of Economists, and Development 
i Economic Thinking and Information. The last-named committee has 
proposed a periodic volume to be known as the Review of Economics and 
as a first volume a review of contributions to economics during the war 
years as an aid in the “‘reconversion”’ of economists. 


IV. Wartime Activities of Economists 


The exigencies of the organization for war were such as to constitute a 
drait of a large fraction of the economists and economic statisticians for 
wartime service in government agencies—not only of economists of 
established position and reputation, but also of younger men down to 
most of the graduate students who were not caught in the military draft. 
lor satisfying this demand for economists, the events of the years since 
1933 had furnished a substantial foundation, in that considerable num- 
bers of economists had been concerned with initiating and staffing the 
economic measures of the Roosevelt administration, and there had been 
built up in Washington a staff of civil servant economists distributed 
through numerous agencies. These furnished a pool which was freely 
drawn upon to staff‘the expansion of wartime agencies. 

Starting in 1940 there began, in addition, an invasion of the colleges 
and universities to recruit economic advisers and consultants for the 
Advisory Council on National Defense. As this body subdivided into 


BER 
as- 
h of 
fee 
on 
ard 
for 
ese 
or 
Pre 
ble 
ti- 
A. 
lo- 
re, 
ts, 
ne 
ng 
a 
ts 
d 
0 
d 
n 


868 THE AMERICAN ECONOMIC REVIEW [DECEMBE, 


the various “‘defense’’ agencies in 1941, the demand increased and, after 
Pearl Harbor, reached such proportions that many campuses were 
largely stripped of their teaching personnel. 

Roughly, the services called for can be divided into five broad fields 
those concerned with (1) price control and rationing, (2) the physi al 
preparation for war, (3) the fiscal and financial aspects of war, (4) the 
mobilization of manpower, and (5) economic intelligence. 

Without doubt the sphere in which economists played the largest part 
was that of price control and rationing. The system was largely con- 
ceived and put into operation by economists who for a period made up 
the bulk of its administration as well as its technical staff. The first chief 
was Leon Henderson, a government economist. Early recruits were 
Donald H. Wallace and Paul M. O’Leary who rose to high adminis. 
trative posts in the Office of Price Administration, the latter becoming 
the chief rationing officer of the United States. J. K. Galbraith became 
chief price control officer. Richard Gilbert became head of a far-flung 
research organization. It is, however, invidious to mention names, be- 
cause the roster of OPA contained so large a number of the best-known 
economists in the United States. Some like J. M. Clark, who were not 
regular members of the organization, served as part-time consultants 

The use of economists in the OPA was by no means confined to thi 
administrative and research staff in Washington. They were equally 
drawn upon to staff, and frequently to head, the regional offices. The 
predominance of economists in the operations of OPA came to an end 
when, in response to the furore which was whipped up against “the 
professors,’ the Congress in 1943 passed a provision which debarred 
them from high administrative posts, in the sphere of price control. 
Many moved away to other activities, but a great number remained, 
some in high advisory posts and others at every level in research, an- 
alytical and secondary administrative posts. Economists were without 
question the architects and builders of OPA, one of the most essential 
and in a broad sense successful of the war agencies. 

The place of economists in the War Production Board was of necessity 
much less marked since the organization of the nation’s productive 
resources for war was primarily a task for members of industry. Even 
so, the part played was very large. Economic statisticians in particular 
had a large part and devised and operated the system of statistical 
records upon which the central planning and control of war production 
was dependent. At the head of this work was Stacy May aided by R. BR. 
Nathan, E. B. George, M. A. Copeland and other able lieutenants, with 
a staff running into hundreds. The central control instrumentalities, 
such as the Requirements Committee and the Controlled Materials 
Plan, were largely devised and staffed by economists, some of whom took 
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eventually became Program Vice Chairman. The Combined (Anglo- 
\merican) Boards were similarly staffed primarily with economists and 
satisticians. T. Blaisdell served as U. S. Minister in London, heading 
the Mission for Economic Affairs during the latter part of the war. 

Less extensive, but still marked, was the part played by economists in 

‘he other agencies concerned with the physical aspects of war, especially 
n their planning and control aspects, such as that of R. M. Bissell in 
the War Shipping Board, C. A. Dearing in the Office of Defense Trans- 
portation, and Isador Lubin in the Munitions Assignment Board. 
Of similar character and importance were the positions of William 
Haber, J. D. Brown and others on the side of planning the utilization of 
the labor force in the War Manpower Commission and the War Produc- 
tion Board, of the many economists in the service of the War Labor 
Board, and of L. Currie, F. V. Coe, J. W. Angell and others in the activi- 
ties of the Foreign Economic Administration. 

On the side of fiscal and financial affairs, the technical staffs of the 
lreasury Department, the Bureau of the Budget, and tne Federal 
Reserve Board were expanded and exerted a broad influence upon 
policy. Under the leadership of Harry White, economists worked out 
the American plans for international financial institutions, represented 
the country at the Bretton Woods Conference, and have taken impor- 
tant posts in the new organizations. In addition to the services of their 
regular staffs, the Treasury called in such experts as C. A. Shoup, and 
the Federal Reserve Board such as A. H. Hansen, G. Haberler and 
H.S. Ellis, to engage in fundamental studies. R. Triffin performed out- 
standing work for the Federal Reserve Board in connection with the 
reorganization of central banks in Latin America. 

Not the least important, but least publicized, field of wartime service 
‘or economists was the far-flung research conducted in direct support of 
military operations, partly in the Board of Economic Warfare, but 
mainly in the Office of Strategic Services, an operation which brought 
some economists, especially E. S. Mason, into the upper tiers of intelli- 
gence officers. W. Riefler served as U. S. Minister in charge of economic 
warfare in London. 

The armed services, while they greatly expanded their statistical 
services, did not call upon economists in any degree comparable to the 
civilian agencies, though scattered through their analytical branches 
. Were a considerable number, especially younger men in uniform. 

In the aftermath of the war, one striking development has been the 
movement of economists into the vastly expanded economic sphere of 
the State Department. This movement started during the war, es- 
pecially in preparations for making the peace. It has more recently led to 
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the transfer of scores of economists into the department and the occupa. 
tion of key administration positions by E. S. Mason, W. L. Thorp, Clair 
Wilcox and other well-known economists. 

There is perhaps little use in calling the roll of other agencies, |; 
can be succinctly stated that the mobilization of the nation’s resources 
for war presented an environment which gave broad scope for the 
specific knowledge and analytical traits which are induced in an econo- 
mist’s training, and provided also the opportunity for the development 
in many of high administrative faculties. In this respect, the way opened 
for economists in wartime service was, in degree, quite beyond that for 
persons brought up in any other academic discipline except, perhaps, for 
physical scientists in various fields of research, especially that of atomi 
research. 

This is, let it be hastily added, not to be said in reverse. The fact 
is that the broadened economic functions of government, themselves in 
some considerable degree related to the consequences of war, promise a 
continuingly large place for economists in the public service, and this 
fact poses some of the most practical questions that will have to be 
considered with respect to the future training of economists. 

Most young economists under thirty were drawn into the armed forces 
and not many over fifty went into government service except upon a 
part-time consultative basis. It was therefore the qualities of the rela- 
tively young economists which were put to the test by the war. In 
infinitely varied ways these proved to be on the whole qualities well 
adapted to the tasks assigned. 

Wartime experience occurred, however, within a closed philosophical! 
framework, so to speak. Aims and ends were given. Only means were 
sought. Wartime experience therefore provides no light upon the 
capacity of economists to provide, in the practical setting of public 
events, their capacity to bring guidance to the trend of peacetime 
economic activities of government. There are those who say that this is 
no function of the economist, as the carpenter is not expected to con- 
ceive a house. Strictly speaking, no doubt this position can be defended. 
But someone must conceive a house and, politically speaking, it is 
nobody’s business to train the architect. Training in economics should 
provide a better apprenticeship than most, and if architects fail to de 
velop from this school, it will be due to the absence of really large in- 
tellects in the field or defects in their training which stunt the imagina- 
tion and the will to conceive. It is, nevertheless, not to be doubted that 
the training of economists provides a pool from which to meet the call 
for expanded technical personnel in peacetime activities of the govern 
ment. 

Wartime experience, it may properly be supposed, represented a0 
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mportant stage in the evolution of the relation of economists to society. 
Looking to the future, it appears certain that they will occupy a much 
larger place in public affairs than heretofore, a new range of responsibil- 
ies which will, however, in no sense impair the critical and analytical 
functions which they have always performed in the free intellectual 
atmosphere of the universities. 


V. The Colleges and Universities 


From what has already been said about the great absorption of 
academic economists into the public service, the situation in the colleges 
and universities may be readily inferred. A very large proportion of the 
teachers were im absentia. At home, graduate students were practically 
non-existent and upper-division students also gradually disappeared in 
the draft. Normal teaching duties were thus reduced to a minimum. 
With most younger men gone, the remaining professors undertook 
elementary courses or were drawn into abnormal duties. On many 
campuses this consisted of providing special types of instruction to 
Army and Navy students, such as “area courses” for personnel assigned 
tomilitary government courses or, together with teachers garnered from 
many departments, presenting courses in American history, elementary 
mathematics or other subjects for students in uniform. 

A number of professors, mainly in graduate schools, were able to 
oliset their partial leisure by part-time participation in public duties, 
while others stuck to their prior scholarly pursuits with a few notable 
results in publications and others to be anticipated. 

Allin all, however, the campus-picture is largely one of a hiatus and 
even those who remained, as well as those who left, will have a task of 
intellectual rehabilitation for their particular types of research and in- 
struction. 

The fact that graduate students of economics practically disappeared 
irom the universities for a period of five years presents a peculiar prob- 
lem in the recruiting of teaching staff after the war. It would have been 
serious enough standing alone. But it is exaggerated by the fact that the 
government service provides a large continuing field of employment for 
young economists at levels of pay and with financial prospects far 
greater than that presented by academic pursuits. Consequently, many 
of them will never return, adding to the deficiency created by the 
generation which never materialized. This double deficiency exists in 
the face of the largest student population and the greatest need for 
younger staff which the universities have ever known. 
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Prices in the Soviet War Economy 


The réle and behavior of prices in a socialist economy have long been 
discussed by economists and the literature of the past several decades in- 
cludes the writings of von Mises, Hayek, Robbins, Barone, Lange, Taylor 
and others.' Actual study of this subject through observation of the 
economy of the U.S.S.R. has been difficult in recent years because of the 
extreme paucity of published price data. This article attempts to contribute 
to the factual base of this discussion by presenting the fragmentary materia 
available on price behavior in the Soviet Union during the past war. 

Two contradictory conclusions on this subject may be cited. One is the 
statement of a recent American writer that “the extent of the wartime 
price advance” in the U.S.S.R. has been “undeniably greater than in the 
United States and Great Britain.’ On the other hand, a Soviet economist 
has written that the U.S.S.R. succeeded in stabilizing the great majority of 
prices during the war and actually reduced prices in many branches of 
industry, thus achieving a far greater degree of price stability than did the 
capitalist nations participating in the conflict.* Which of these views is 
correct? To answer that question we shall consider the information avail- 
able on wartime prices in the U.S.S.R. 

It will be helpful to distinguish and discuss separately two categories 
of prices. The first group may be defined as consisting of all prices other 
than those paid by individual final consumers, including, among others, 
prices of raw materials, of manufactured products at all stages of fabrication 
and distribution except final retail sale, and of the great bulk of foodstufis. 
In the main these are prices paid by the government directly or by govern 
ment-owned enterprises. The second category consists exclusively of prices 
paid by individuals purchasing commodities for their own consumption. 
It will be shown below that the behavior of those two groups of prices has 
differed quite sharply in the U.S.S.R. during the past war and that the 
different views quoted above arise largely because the two writers are cél- 
tering their attention upon different categories. 


1 Cf. B. E. Lippincott, editor, On the Economic Theory of Socialism (Minneapolis, 1958), 
pp. 3-38, for a summary of this discussion, ; 

?T. A. Sumberg, “The Soviet Union’s War Budgets,” Amer. Econ. Rev., Vol. XXXVI, 
No. 1 (March, 1946), p. 116. 

* L. Maizenberg, “O Tsenoobrazovanii v Sovetskoi Ekonomike” (On Price Formation in the 
Soviet Economy), Planovoye Khozyaistvo, No. 6 (Nov.-—Dec., 1945), p. 67. 
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As is well known, a basic feature of the Soviet planned economy is state 
-ontrol of all prices in peace and war. Most prices are fixed directly by 
vernment agencies, while those which are left free to fluctuate under the 
spact of supply and demand forces are accorded this treatment because 
and only for so long as their freedom of movement is deemed to be in the 
sate’s interests. The conscious utilization of prices to assist the govern- 
ment in attaining its economic objectives has been the customary procedure 
in the U.S.S fs, 

"During the past conflict the price mechanism in the Soviet Union was 

na aturally employed to facilitate the war effort. Prices played an ancillary 
in the process of converting the Soviet economy from peace to war since 
the ani of that economy made it possible to effect most of the required 
she by direct administrative order. As will be seen below, price manipu- 
ation was used to furnish incentives for maximum output of essential 
meng? In addition, Soviet price policy from 1941 to 1946 helped cope 
ith the U.S.S.R.’s domestic inflation problem along lines quite different 
m those employed in other belligerent countries. 

W ith respect to the first group of prices defined above, the Soviet govern- 
ment during the war followed a policy of maintaining stability of base 
prices, and in some cases it even lowered base prices during the latter part 
of the conflict. Increases in base prices were apparently very rare, being 
onfined to those products which were not only vital to the war effort but 
were also produced under special cost conditions. In the Commissariat of 
Fer rous Metallurgy, for example, relatively high prices were set for those 

roducts requiring high manpower inputs per unit, in order to improve the 
relative profitability of these products and provide plant managers with the 
incentive to produce them even though manpower was extremely tight. 

But while keeping the great majority of base prices stable, the directors 
of the Soviet economy sought increased production by introducing a com- 
prehensive system of premium and penalty payments which were added 
to or subtracted from the base prices for certain portions of each productive 
unit’s output. Among the objectives specifically sought through this system 
of supplementary payments were production at or above the state plan and 
production of commodities having higher quality than minimum require- 
ments. As will be seen from the specific examples given below, the efficacy 
of these premium payments to stimulate output resulted from their rela- 
live generosity as compared with base prices. 

Illustrative of the manner in which the premium payment system worked 
is the case of spare parts for the production of which above plan the govern- 
ment authorized payment of double the base price, though all output up 
to the plan level continued to be paid for at the original base price.* The 
same pricing technique was applied in agriculture as is evidenced by the 


‘Alexander Baykov, The Development of the Soviet Economic System (Cambridge, 1946), 
Pp. 30/-68, 
Maizenberg, op. cit., pp. 61-62. 
* Loc. cit. 
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price schedule for sugar beets produced on certain collective farms. The duril 


following premiums were paid these farms (on a per hectare basis): for each by tl 
quintal of beets delivered above eighty but below 100, 100 per cent of the :ppa 
basic delivery price; for each quintal from 100 to 120, 200 per cent of the ous! 
basic delivery price; for each quintal above 120, 300 per cent of the basi, u 
price. Above plan deliveries of sugar beets were also rewarded by premium redu 
payments in the form of sugar sold at very low price. Thus for each quinta! a pr 
of sugar beets, up to ten, delivered above the per hectare plan, 600 grams of to in 
sugar were turned over to the collective farm, while for each quintal above resul 
ten in excess of plan, 800 grams of sugar were provided by the government.’ of 1! 
From these representative examples, it is clear that productive enterprises steel 
could greatly increase their profits by even modest succeess in securing regic 
output in excess of the state plan. If 

Greater attention to quality of product was sought by the payment of Sovi 
premiums for output superior to basic requirements and by the deduction the | 
of penalties from base prices for output not meeting these requirements In ci 
In the case of aviation gasoline, for example, the critical characteristi who 
was octane rating, while in the case of coal it was ash content. men 

It has been pointed out above that in general the Soviet government did of n 
not raise base prices for raw materials, manufactured products, food or othe 
other commodities which it, or productive enterprises, bought. It is impor Unit 
tant to note that during the course of the war important price reductions 
were ordered for significant groups of products. One Soviet writer reports price 


that by the beginning of January, 1944, the government had saved about ble 
35 billion rubles because of decreased prices.* The significance of this sun r 
can be grasped from the fact that it equals over 10 per cent of total budget- ent 
ary expenditures for defense in the years 1941-43 inclusive.® Since most that 
of these reductions are credited to increased productivity in the metal: to 1 
lurgical and armaments industries, it seems likely that the Soviet Union, one- 
like the United States, achieved substantial unit cost reductions as output wart 
of planes, tanks, and other weapons was put on a mass production basis situs 
during the war.’® 

It should not be inferred from the above, however, that it was stability urbé 


or decrease of unit costs in most major industries during the war which mace vnl 
it possible for the U.S.S.R. to keep prices of manufactured products stabi ba. 
Actually costs went up significantly in many major Russian industries vai 


7 A. Chuvikov, editor, Spravochnik Predsedatelya Kolkhoza (Handbook for Collective Farn 
Chairman), (Moscow, Selkhozgiz, 1944), pp. 40-41. While the particular premiums ci\ 
above applied only to certain groups of Soviet farms, the patterns they indicate were comm 
as devices to stimulate farm output. | 

* Akademiya Nauk Soyuza SSR, Referaty Nauchno-Issledovatelskikh Rabot 2a 1944 Year 
Otdeleniye Ekonomike i Prava (Reports on Scientific Investigations in 1944, Section ol Eco- 950) 
nomics and Law), (Moscow, 1945), p. 15. 1] 

® Sumberg, Amer. Econ. Rev., Vol. XXXVI, No. 1, p. 115. 

Cf. A. G. Zverev, O Gosudarstvennom Byudshete SSSR na 1945 god i Tspolnenmit 
darstvennogo Byudzheta SSSR za 1943 god (Concerning the State Budget of the U.S S.R 
1945 and the Execution of the State Budget of the U.S.S.R. for 1943), (Moscow, 19>), 
8 for data on wartime increases in productivity. 
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jyring the war, the natural result of the economic dislocations brought on 
by the conflict. The industries producing iron and steel, coal, oil, and power 
spparently witnessed significant cost increases." In these industries, obvi- 
nysly, maintenance of the old pre-war price quotations was achieved only 
st the expense of any profits that may have formerly been obtained. The 
reduction of production costs in these industries has apparently been made 
, primary post-war objective, with the government taking stern measures 
« insure strict accounting and adherence to the state financial plan. The 
result of these measures is apparent in the report that in the second quarter 
of 1946 planned production-cost declines were achieved by the iron and 
steel! industry of the U.S.S.R. and by the coal industry of the western 
regions. 

If we conclude, as seems justified by the material reviewed above, that 
Soviet prices in the first category remained rather stable during the war, 
the claim advanced by the Soviet writer cited above can be understood. 
In comparison we may note that the Bureau of Labor Statistics index of 
wholesale prices advanced about a third from 1940 to 1945. Premium pay- 
ment schemes were employed to some extent in this country, as in the case 
of non-ferrous metals, and subsidy payments were paid to producers of 
other commodities, particularly farm products, but it seems likely that the 
United States experienced a much sharper rise of general wholesale prices 
than did the U.S.S.R. To what extent the greater stability of basic Soviet 
prices was offset by the much wider use of premium payments, it is impossi- 
bie to judge because of the lack of necessary data. 

Turning to prices paid by consumers at the retail level, however, a differ- 
ent and more complex picture is to be found. The most general statement 
that can be made on the basis of the scanty available data is that from 1940 
to 1945 the level of Soviet retail prices increased by very much more than 
one-fourth, although by the latter year they had fallen far below their 
wartime peak.’ This general statement, however, conceals a complex 
situation which requires detailed exposition. 

Within a month after the German invasion of the U.S.S.R., rationing of 
urban food and consumers goods was instituted throughout the Soviet 
Union.“ A differential rationing system was set up to distribute food, the 
_ “Data on cost increases for particular commodities are rare but one report indicates that 
vetween 1941 and 1944 raw material production costs for the People’s Commissariat of Con- 
struction rose as follows: brick 31.3 per cent, sand 8.0 per cent, crushed stone 20.5 per cent, 

arry stone 44.7 per cent, cement 6.5 per cent, and lumber 26.3 per cent. Cf. V. Grossman in 

novoye Khozyaistvo, No. 3 (1946) p. 42. 

‘ Moscow Daily News, July 31, 1946. 
> This conclusion may be reached in the following fashion. From data in the Fourth Five- 
‘ear Plan, it may be inferred that the value of all retail trade in 1940, expressed in prospective 

U 5.S.R. prices, is about 215 billion rubles. The actual volume of retail in 1940, however, 
‘as 174.5 billion rubles, according to a report delivered by the Chairman of the State Planning 
Commission on February 18, 1941. Comparing these two valuations of the same physical 
volume of trade in different sets of retail prices, it may be seen that the planned 1950 level is 
some 23 per cent above the actual 1940 level. It is stated in the Fourth Five-Year Plan that 
‘he 1950 prices will represent a lowering of prices prevailing in 1945. 

“M. Dobb, Soviet Planning and Labor in Peace and War (New York, no date), p. 63. 
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amounts assigned different individuals depending upon the kind of work 
they did. The largest rations went to workers in armaments and heayy 
industries while the lowest rations went to housewives and children. Rela- 
tive to the energy output required of the Soviet urban population, the 
rations were not overly generous and they were reduced several times during 
the war. The food situation was made still worse by the fact that not infre. 
quently the full amounts of rations were not issued so that meat, fats and 
oils, and sugar were often completely missing from many persons’ diets." 
The available evidence suggests that during most of the war almost al] 
consumers’ goods were as scarce as or scarcer than many foods and these 
rations too were frequently unfulfilled. One American correspondent es- 
timated in early 1943 that fewer than ten out of a thousand civilians had 
been able to purchase a new item of clothing during the preceding year." 
For our purpose, however, the most important fact is that all commodities 
received through the ration system were paid for at low pre-war prices 
This fact has been cited by some Soviet economists as proof that the sta- 
bility of the ruble was maintained during the war and real wages did not 
sink inordinately." 

The diminution of food and civilian goods available for civilians resulted 
both from the loss of important productive areas, such as the Ukraine 
to the Germans in the early years of the war, and from the diversion oi 
almost all remaining production of many commodities to the immediat: 
needs of the greatly expanded Soviet armed forces. At the same time that 
these forces reduced most sharply the quantities of goods available for sale, 
civilians in the U.S.S.R. found themselves in possession of increased mone) 
incomes. Hours of work were lengthened with accompanying payment o/ 
higher overtime wages; bonus piece-work wage systems were frequent)) 
adopted and provided very high premium payments for above plan out- 
put; special subsidies were issued to workers moving from their homes east- 
ward with evacuated factories; these and other factors increased the dis- 
posable income in the hands of city people. The result was what a Soviet 
economist has referred to as the “‘temporary lack of correspondence .. 
between the monetary incomes of the population and the volume of goods 
available through the state and cooperative trading establishments ....” 

Although efforts were made to reduce the “inflationary gap” in th 
Soviet economy by imposition of a special wartime income tax and bj 
launching intensive campaigns to secure government bond purchases, the 
excessive money incomes of the population were soon reflected in the few 
markets where goods could be purchased outside the ration system.”® The 


% Walter Graebner, op. cit., p. 165. 

16 Tbid., p. 162. 

17 Akademiya Nauk Soyuza SSR, of. cit., p. 10. 

18 Maizenberg, op. cit., p. 66. 

19 This discussion omits those sources of non-rationed goods which are not relevant to 
study of the price system, such as the mass victory garden movement which contributed ™! 
lions of tons of potatoes and vegetables to urbanites’ diets, and also barter, parlicu/ar’) 
second-hand consumers goods for food, which was practiced extensively in the early years °' 
the war. 
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nief of these until 1944 was the so-called free markets, or bazaars, where 
-rading took place between individuals. A second, less important, source of 
soods was the state commission stores which sold second-hand goods for 
dividuals and charged a 10 per cent commission for this service. 
rhe free markets are sometimes termed “‘black markets” in correspond- 
ents’ accounts but they are actually entirely legal institutions to which col- 
ective farmers may bring their produce, or rather that portion of their 
»roduce remaining after they have fulfilled their delivery obligations to the 
state, and sell for whatever price the market permits. The effect of infla- 
tionary pressure on these markets has been summarized by a Soviet econo- 
sist who wrote, ‘‘Collective farm markets did not increase their role in 
supplying the population with products but to a significantly greater 
extent absorbed the monetary means of the urban population.’”® Although 
the Soviet authorities regularly collect data on prices in these markets,” 
these have never been published, so that we must turn to the fragmentary 
ounts published by correspondents who have priced the Moscow market 
ifferent times. Table I summarizes price movements to 1944. 


TaBLe I.—RATION AND FREE-MARKET PRICES FOR CERTAIN Foops IN Moscow, 
1941-44 


(In rubles per kilogram) 


| Ration Free-Market Prices 
Food Prices 
Late 1942 | Late 1943 May, 1944 
Bread | 1" 100 130 80* 
90> 
Meat 12 500 (*) 450° 
6004 
Suga 5 1,000 1,100 800 
Butter 28 (*) 1,100 1,100 
Grain 2-6 (*) 110° (*) 
Eggs (each) 0.65 15 20 27 
* Not available. * Black bread. b White bread. 
* Beef 4 Pork. ¢ Flour. 


Sources of data: Ration prices and free-market prices for late 1942 are taken from H. C. 


Cassidy, Moscow Dateline (Boston, 1943), p. 320, except for egg prices. The ration price for 
eggs and all of the late 1943 quotations are from Edgar Snow, People on Our Side (New York, 


I 


p. 167. The late 1942 free-market egg price is from Graebner, Round Trip to Russia, 
phia, 1943), p. 167. Free prices in May, 1944 are from Harrison Salisbury, Russia on 
New York, 1946), p. 75. All prices apply to Moscow markets, the trends in which are 

ed to have been representative of the country as a whole. Prices have been rounded 
ruing from dollars to rubles. 


” Akademiya Nauk Soyuza SSR, op. cit. 
1 Sovie ‘ enumerators in a representative sample of cities regularly collect data on prices and 
ime of goods in collective farm markets. Cf. Tsentralnoye Statisticheskoye Upravleniye 
“splana SSSR, Slovar Spravochnik po Sotsialno-Ekonomicheskoi Statistike (Dictionary- 
‘andbook of Social-Economic Statistics), (Moscow, 1944), p. 180. 


R 
k 
y 
- 
e 
d 
15 
e 
d 
t 
| 
| 
in 


878 THE AMERICAN ECONOMIC REVIEW [DECEMBER 


It is evident that by late 1942 most of the impact of Soviet inflation had 
already been felt in the free markets. This resulted from the complete 
mobilization of all resources for war which took place immediately after 
the German invasion. Consequently, the price changes between 1942 and 
1944 were relatively minor as compared with those between the pre-war 
period, as represented by the ration quotations, and late 1942. The sharp- 
ness of the free-market price rises during the first year and a half after 
the U.S.S.R. entered the war was certainly many times greater than the 
increase in legal food prices in either the United States or Great Britain. 
The height of the Soviet price increase seems unlikely to have been matched 
even if comparisons were made between pre-war food prices in the United 
States and Great Britain and black market prices prevailing during the 
war, 

Undoubtedly the high free-market quotations restricted access to its 
unrationed food to a relatively small number of highly paid persons such as 
high officials, successful writers and artists, etc. The average Moscow 
worker, earning usually well under 1,000 rubles monthly” could buy little in 
this market, and that little infrequently. 

Several motives were probably behind Soviet toleration of the free col- 
lective farm market. First, since the prices farmers received for the great 
bulk of their produce sold to the government were even lower than the 
ration prices in Table I, the opportunity to sell even a small amount of food 
on the free market permitted many farmers to augment their incomes con- 
siderably. No doubt this served to mollify peasants who might otherwise 
have been more reluctant to deliver the great bulk of their output to the 
state at pre-war prices. As a result of the very high prices obtainable on the 
free markets some farmers became relatively quite wealthy. Around 
Christmas, 1942 a government drive to acquire excess currency in the hands 
of farmers for the war effort produced four billion rubles within a short 
time after farmers were asked to contribute funds for armaments. Indi- 
vidual farmers sometimes gave as much as 250,000 rubles.” In a very rea! 
sense, the consumer who patronized the free market may be said to have 
subsidized the government’s farm price stabilization program which made 
it possible for the state to maintain the low ration prices cited above. 

Another salutary effect of the free market in food, from the Soviet 
government’s point of view, was the fact that its existence helped maintain 
some purchasing outlet for the ruble and therefore served as an incentive lor 
city workers to earn as much as they could by maximum output. If there 
had been nothing to buy for one’s income—aside from the insufficient quan- 
tities of rationed goods which required only a small expenditure of rubles 
the effectiveness of premium prices and piece-rate wages as output stimuli 
would certainly have been reduced, if not entirely eliminated. Under the 
extreme conditions of scarcity which prevailed in the U.S.S.R. during 
1941-44, the marginal satisfaction accruing from even very occasional 
access to the free market was undoubtedly very high and its availability 
was a factor in the maintenance of worker morale. Simultaneously ts 

# Salisbury, op. cit., p. 77. 
* Cassidy, op. cit., pp. 321-22 and Pravda, December 9, 1942. 
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market served as a drain upon the inflated volume of urban civilian income. 
nee itive price data for consumers goods (usually second-hand) 
id : free market are not available, but the genera] information at 
ind indic ates that these soared too. Many sales of such goods took place 
or near the farmers’ markets, but the government sought to organize 
his trade somewhat by setting up a network of commission stores. Buyers 
| purchase used clothing, utensils, and other non-food items here 
vithout ration coupons; the price minus the government’s ten per cent 
ssion went to individuals who had owned these goods previously. 
In May, 1944 typical prices in these Moscow stores were as follows: 1,200 
bles for a pair of men’s shoes, 3,600 to 4,200 rubles for a pair of good qual- 
‘ty women’s shoes, and 350 rubles for an aluminum pot.” Like food prices 
in the farmers’ market, these quotations placed such second-hand goods 
far beyond the reach of most urbanites. 
In the spring of 1944, the supply of food and consumers goods at the 
sposal of the government began to increase, reflecting in part the improved 
tary "situation. To put this increased supply of goods at the disposal of 
public, chains of commercial stores and restaurants were opened through- 
ut the U.S.S.R. Ration cards were unnecessary in either type of establish- 
ment, but the prices charged in them approximated the free collective farm 
t and commission store levels. From the very first these stores offered 


ibstantial discounts to various groups of Soviet citizens, particularly 
\rmy officers and winners of decorations for outstanding military or civilian 
service. Although they received no discounts as a group, collective farmers 
ere among the chief patrons of these establishments, using the money 


received from their sales on the free market to purchase rare foods and new 
msumers goods. 
Soon after their opening, the commercial stores began to reduce their 
prices on food, instituting substantial reductions several times during both 
444 and 1945 and also in March, 1946. As in the case of free-market prices, 
the Soviet government has not published data on quotations in commercial 
stores so that study of the latter prices requires the use of data collected 
American correspondents in Moscow. The data shown in Table II 
rate the substantial decline which took place from 1944 to 1946. 
lhese drastic reductions in commercial store food prices were followed by 
imilar declines in the competitive farmers’ markets, where, according to a 
Soviet statement, prices in the middle of 1945 were only 40 per cent of their 
peak 1943 quotations.** The data in Table II are not strictly comparable to 
se in Table I since the food sold in the commercial stores was of better 


quality, cleaner, and more attractively packaged than the corresponding 
‘ood sold in the collective farm markets; also purchasers in the government 


‘ores were sure of receiving true weight. 
Reductions in the prices of unrationed consumer goods sold in govern- 


ment stores were fewer and slower in appearance than declines in the prices 
*' unrationed foods. The most drastic price reductions in this field did not 


ury, op. cit., pp. 76-77. 
” Washington Post, August 20, 1944 and New York Times, April 6, 1944. 
* Maizenberg, op. cit., p. 67. 
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TABLE II.—REPRESENTATIVE Moscow CoMMERCIAL STORE Foop Prices, 1944-46 
(In rubles per kilogram) 


Aug. July Sept March 

1944 1945 1945 1946 
Bread 27> 45 30 (*) 
Sugar 650 500 300 (*) 
Butter 800 525 370 (*) 
Meat 320° 250 200 110-120 


* Not available but known to be substantially lower than the September, 1945, price. 
®* White bread. 


> Beef. 


Sources of data: Prices in August, 1944 are from the Washington Post, August 20, 1944, 


Both sets of 1945 quotations are from Salisbury, op. cit., p. 76. The March, 1946 price of meat 


is from the Christian Science Monitor, February 26, 1946. Prices have been rounded in convert- 


ing from dollars to rubles. 


take place until a year after the war’s end in July, 1946. Some of the re- 
duced prices instituted then, and the percentage reductions from the old 
levels which they presented are shown in Table III. Although these reduc- 


TaBLe III.—REpvucTIONS IN PRICES OF UNRATIONED CONSUMER Goons, 1946 


(In rubles) 


Per cent Drop 


Commodity Price from Former 
Price 
Pair men’s leather shoes 810-1 ,600 42 
Pair women’s leather shoes 810-3 ,030 42 
Pair cotton stockings 30 45 
Pair silk stockings 120 45 
Suit 1 ,600—4 ,000 43 
Dress 1,500-2 , 200 43 
Toilet soap 15-60 46 
Knitted sweater 240-1 ,000 30 


Source: New York Times, July 3, 1946. 


number of persons than formerly, it should be noted that the effect of thes 


declines was largely nullified for an important group of purchasers at the 


commercial stores. At the same time that these reductions were promut 
gated, the discounts formerly given to various categories of persons 
people who had won particular awards, army officers, employees oi certa! 


government institutions, etc.—were abolished.2” The overall effect of these 


changes, therefore, was primarily to equalize roughly the purchasing ability 
of these formerly privileged persons with that of individuals who had lor- 


27 Pravda and Izvestiya, July 2, 1946. 


tions undoubtedly made unrationed consumer goods available to a greate! 
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merly had to pay the full prices. Farmers, particularly, benefited from these 
-ejuctions and the cuts may perhaps, in part, have been inspired by a de- 
sre to allay discontent arising among farmers as the result of price declines 
» the free bazaar markets where they sold their surplus foodstuffs. 

From their inception, the commercial stores and restaurants—and the 
jyal price system which their existence required—have been regarded as 
temporary expedients to help Soviet authorities force down free-market 
prices and to pave the way for the end of rationing, as well as for the restora- 

n of free trade at one set of prices.** To reach this objective, the U.S.S.R.’s 
sovernment is following the same technique as was employed to end ration- 
ing in the early 1930’s. Then commercial stores were also introduced to sell 
wnrationed goods at very high prices, while later successive price reductions 
brought the cost of these unrationed goods far nearer to the very low ration 
prices. Then the low ration prices were raised and rationing was finally re- 
placed by free trade at a single price level intermediate between the 
riginal high commercial store quotations and the very low initial ration 
prices. To ease the impact of these price increases wages of persons in the 

ver-wage categories were increased somewhat.?® 

lhe early indications in the last years of the war that the pattern of the 
early 1930’s would be repeated have recently been completely confirmed. 
\fter the series of commercial store price cuts described above, the clinch- 

g step in this transition process was taken the middle of last September. 
\t that time it was announced that the average price of rationed foods had 
been tripled, the price of black bread rising from 1 to 3.4 rubles per kilo- 
gram, of sugar from 5 or 6 rules to 60 or 70 rubles per kilogram, of meat 

n 14 to 34 rubles per kilogram, and of butter from 24 or 28 rubles to 
60 rubles per kilogram. At the same time, the high prices for these same 
‘vods in the commerical stores were cut once again, from 25 to 50 per cent or 
more in the case of different items. Finally to ease the transition for low paid 
workers, those earning less than 900 rubles a month received compensatory 
vage increases. These ranged from 110 rubles a month for persons earning 
1) rubles or less to 80 rubles for those earning 800 to 900 rubles.*° 

While this latest move has substantially narrowed the gap between the 
prices of rationed and unrationed goods, there will have to be further al- 
‘erations of these quotations before the two levels are coincident. Pre- 
sumably this will take place during the remainder of 1946 and in 1947 
intil the time rationing is abolished. Quite clearly, the resultant uniform 
rice level will be substantially higher than that which prevailed before the 

ir. [tis the result of the inflationary pressure to which the Soviet economy 
ras Subjected by the war-inspired scarcity of food and consumer goods. In 
‘hese fields, certainly, the statement by Mr. Sumberg quoted at the be- 
sining of this article was entirely correct. Soviet economists who have 


Maizer berg, op. cu., p. 65. 


*L. E. Hubbard, Soviet Trade and Distribution (London, 1938), p. 55. 
7 The data above are taken from Moscow dispatches of the Associated Press and the Inter- 
al News Service, dated September 16, 1946, the day the new regulations went into 
‘, and the New York Times, September 20, 1946. 
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concentrated their attention on the formal stability of prices quoted for 
manufactured products and raw materials, other than those sold to con. 
sumers, have thereby sought to minimize the tremendous declines in Soviet 
real wages and incomes during the war. The latest government price and 
wage actions simply represent a realistic effort to take account of this 
decline in real remuneration as a preliminary to abolishing the current yp 
wieldy dual price Soviet distribution system. 
Harry Scuwartz* 


* The research for and writing of this article were made possible by a Social Science Re 
search Council fellowship. The author is assistant professor of economics at Syracuse Uni 
versity. 


A Suggestion for Post-War Taxes 
I 


The character of the federal tax problem is fairly well understood. In the 
specific post-war tax proposals which have come to the writer’s attention, 
there is a high degree of agreement, implicit if not expressed, with the fol- 
lowing principles: 

1. Federal taxes should be reduced from wartime levels, but should be 
high enough to meet all post-war government expenditures. 

2. Taxes on corporations and the income derived from them should be 
drastically revised: (a) so that each shareholder is taxed once but onl) 
once on the earnings belonging to his shares; (b) so that income derived 
from business corporations is taxed the same as income derived from other 
types of business or from other sources; and (c) so that distribution of eain- 
ings to shareholders is encouraged rather than inhibited but making it pos- 
sible for corporation managements to retain a reasonable proportion o/ 
earnings when funds are needed for capital expansion. 

3. Since the taxes supporting social security benefits are no longer closely 
related to those benefits, those taxes should be combined with the regular 
tax system, with extension of social security benefits if this change in taxa- 
tion results in inequitable burdens on some classes in the population. 

4. Taxes on capital gains ought to exempt income previously taxed which 
has never been distributed to the owner, but to tax like other income those 
gains which represent income not previously taxed. 

Taxes on estates, gifts, and income derived from trusts need revision, 
better integration with each other, and better integration with the indi 
vidual income tax. 

6. Most of the numerous excise or sales taxes Should be abolished. 

7. Some method is needed of averaging personal income taxes over 4 
period of years, in order that persons with highly irregular incomes from 
year to year, or receiving in certain years income representing the results of 
work done over a period of years, will not be taxed unfairly. 

8. The probable level of federal government expenditures, even with t he 
utmost economy, is such that the cost cannot possibly be met by progressive 
taxes on incomes larger than pre-war exemption limits, and some method 
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¢ taxing incomes all the way down the income scale is required. In view of 
‘he extensive social security benefits which accrue largely to the lower in- 
‘ome classes, such taxation is not inequitable. Inequitable burdens in in- 

dual cases, such as taxpayers with large families, can best be handled by 
‘he character of social security benefits. 

). The process of collection of taxes, and the record-keeping involved in 
‘heir collection, should be simplified, and withholding taxes should be uti- 
ized so far as practicable. 

Regarding means of accomplishing these aims, no such agreement ap- 

Proposals put forward are in some cases recognized to be only par- 

‘ally in conformity with the objectives stated, and in other cases are 
tually in conflict with the specified objectives. Some of the tax problems, 
bly those relating to corporation income taxes, capital gains taxes, and 

n averaging device for personal income taxes, have been declared to be 
impossible of solution in a satisfactory manner. This view is not shared by 
the present writer, and the following suggestions are offered in the belief 
that they constitute a post-war tax program in conformity with all of the 
vunciples stated above. For convenience in presentation, the suggestions 

e given in the following order: corporation income taxes, an income-at- 

ce tax at a flat rate; an averaging device for individual income taxes; 
treatment of capital gains; and treatment of inheritances, gifts, and income 
received by trusts. 


II 


lhe following proposal for federal taxes on corporation income is de- 
scribed as though all shareholders in corporations were individuals. How- 
ever, its provisions are applicable also to shareholders which are themselves 
corporations or nonprofit associations. 
a) A 10 per cent tax on corporation net income as a part of the income- 
at-source tax at this rate which is described in the next section of this 
A tax, at the highest rate applicable to any individual income, on any 
portion of the net income of a corporation, after payment of the income-at- 
urce tax, which is not allocated to its respective shareholders. 
c) A required report by every corporation to each stockholder of record 
n the last day of the corporation’s fiscal year, not more than three months 
: ereafter, stating the amount of earnings which has been allocated to his 
shares, the amount of this sum which has been paid to the federal govern- 
nent asa withholding tax described in the next item, the amount which has 
been paid in dividends, and the amount which has been retained by the 
rporation. 
; (d Aw ithholding tax to be paid by the corporation at a fixed percentage 
located earnings, perhaps 25 per cent, the amount of which may be used 
as a tax credit, or receipt for income tax paid, by the shareholder when 
ling his personal income tax return. Individuals who find that this tax 
credit, plus any other withholding taxes to which they are subject, exceeds 
their tax liability will be entitled to a refund. 
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(e) Each individual to be required to include in his personal income tay 
return the entire amount of the earnings of the corporation allocated to his 
shares, in the year in which he receives the notification, on the same basis as 
other forms of income. 

The purpose of the second (b) and third (c) items in this proposal is to 
solve the problem of uncertainty regarding ownership of undistributed 
profits, which is one of the leading objections to treating corporations |ike 
partnerships for tax purposes. Because of the complicated character of some 
corporations, and their various classes of stock, action by the governing 
body of the corporation is sometimes necessary to determine the earning: 
belonging to each shareholder. Even when the corporation has only one 
class of stock, the shareholder may not know the total number of shares 
outstanding nor the earnings of the company, and therefore may not be 
aware of the earnings which properly belong to him and which have been 
reinvested for him by the officers of the company. 

The other leading objection to treatment of corporations like partner- 
ships for tax purposes is the hardship incurred by shareholders in companies 
which retain all, or a large proportion, of their earnings. Stockholders in 
such corporations might be required to use income from other sources to pay 
taxes on the earnings which the corporation has retained. Owners of un- 
incorporated business concerns and members of a partnership are, it is true, 
faced with a similar problem, but with the real difference that these owners 
have the power as individuals, which the shareholder does not, to dispose of 
the assets representing the reinvested earnings or to withdraw their portion 
of the partnership profits. The fourth item above (d) is designed to eliminate 
this objection by reducing it to negligible proportions. 

The withholding tax in effect requires the corporation to distribute a 
portion of its earnings—unless the corporation fails to allocate its earnings 
and becomes subject to the unallocated profits tax—since the recipient may 
receive a refund from the government if the amount withheld exceeds his 
personal tax liability. At a 25 per cent rate for the withholding tax, only a 
very few wealthy stockholders in companies retaining most or all of their 
earnings would receive dividends smaller than their tax liability arising 
from those stockholdings. 

The proposal made here also meets other objections which have been 
raised to taxing corporations like partnerships. This proposal does not, 
as was claimed in the case of the taxation of stock dividends, tax the re- 
division into a different number of shares of property already owned by tl 
shareholder. It taxes annual earnings or income. In the case of — 
paying out dividends larger than current earnings, and thus in effect dis 
tributing capital as measured by the assets of the corporation at the be 
ginning of the income period, only current earnings would be taxed. Losses 
incurred by companies in which the taxpayer has invested are automatica 

taken into his tax return and offset against other income. Errors in calcu 
ing earnings of a corporation in a particular year, due to difficulties of cor- 
rectly estimating depreciation and other costs, are reflected in the taxes 0 
individuals in that year, but this is not a serious problem in view of t 
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aN eraging pdevi ice which is described below. Double taxation of undistributed 


pital gains— is avoided by the method of treatment of capital gains which 
spr posed. Complications arising from layers of holding companies are 
sided, since each company includes in its own earnings those allocated to 
»y shares in another corporation which it owns, and uses as a tax receipt 
e report of withholding taxes paid by that corporation on the earnings of 


those shares. 
III 


The basic principle of the income-at-source tax which is proposed here is 
a recognition of two facts: (1) that all the people in the nation benefit from 
sovernmental services and should carry some part of the cost of govern- 
ment; and (2) that direct collection of taxes from all persons is too intricate 
and costly a task to be attempted. An income-at-source tax is far preferable 

,a sales tax, which is frequently recommended on the same grounds, be- 

wise it is more equitable, is less susceptible to pyramiding, and is less 
expensive to collect. 

An income-at-source tax, with none of the usual exemptions, would be 
the simplest type of income tax to collect. Business enterprises and other 
employers could pay monthly the tax imposed on wages, salaries, commis- 
sions, royalties, and interest, with record-keeping far simpler than is now 
equired for socia] security taxes, since the payment could be computed on 
the total payroll plus the aggregate amount of royalties, interest, and 
commissions paid to individuals but not included in the payroll. The ad- 
ditional records required to segregate royalties, interest, and commissions 
paid to individuals from those paid to other business enterprises or non- 
profit associations would be relatively slight. Record-keeping for the with- 

olding tax on wages and salaries would be greatly reduced, since separate 

ithholdings would not be necessary for persons subject under present law 
nly to the normal tax, and since the income exempt from surtax could be 
raised. 

In the case of domestic servants and other persons employed by indi- 
viduals, the income-at-source tax could be payable with the latter’s personal 
income tax. A question could be placed on the individual income tax form 
regarding the amount of salaries or wages paid to servants or other em- 

yees, with the tax thereon added to the employer’s personal income tax. 
For administrative reasons, it may be desirable to place such a question only 

forms used by persons subject to surtax or operating their own enter- 
prises. This would in effect grant an exemption in the case of servants hired 
vy persons with income less than the minimum subject to surtax, but the 
‘mount of income escaping taxation through this exemption would be rela- 
tively small. 

1 € income-at-source tax on the net income of corporations, farmers, 
id other business enterprises filing statements of gross income and ex- 
penses of operation, would be payable annually at the time of filing those 
statements or shortly thereafter, as with present corporation income taxes 
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and personal income taxes on farmers. If partial payment of this tax js de. 
sired more promptly, in conformity with the principle of pay-as-yoy-» 
taxes, the procedure would not be more difficult or complicated than under 
existing law regarding declaration of estimated tax by individuals. 

An income-at-source tax of 10 per cent would not exceed the presen; 
federal taxes on the great majority of wage-earners, and could readily by 
introduced in such a way as to avoid any decrease in the “take-home” pay 
of wage-earners subject to social security taxes. Employer and employee 
social security taxes are now 7 per cent on wages under $3,000, and th. 
normal income tax is 3 per cent with a $500 exemption for the taxpayer and 
each dependent. Wages in excess of $3,000 are not subject to social securit: 
taxes, but are subject to a surtax of 17 per cent in addition to the norma 
income tax, except for persons with more than five dependents. For persons 
with less than five dependents a portion of wages under $3,000 is also subject 
to the surtax. 

In only a relatively small number of cases would a 10 per cent income-at 
source tax exceed present social security and normal income taxes by more 
than a few dollars, and for a large proportion of wage-earners such an in- 
crease would be more than offset by a moderate increase in the surtax 
exemption. Moreover, the reduction in the cost of business bookkeeping 
would be substantial, enabling business enterprises to absorb without 
significant additional cost the income-at-source tax in excess of present 
social security and withholding taxes. The law enacting the income-at- 
source tax could readily be phrased in such a way as to prevent any recuc- 
tion in ‘‘take home” pay of employees subject to both social security and 
income withholding taxes. Only in the case of wage-earners who have un- 
usually large differences between gross income and net income and who are 
now entitled toa refund of part of the tax withheld from their wages, and 
in the case of persons with relatively small incomes derived from occupa- 
tions not covered by social security taxes, would the proposed income-at- 
source tax significantly exceed their present tax. 

Since the major portion of the proposed income-at-source tax would re 
place social security taxes levied to meet the cost of benefits not now 
provided to the entire population, a problem arises of the equity of the tax 
relative to the distribution of social security benefits. The original socia 
security system made a substantial effort to relate the benefits accruing t 
various individuals directly to the payments made by them or by thei 
employers on their behalf. However, the numerous changes which have bee! 
made in the character of the benefits and the types of public assistance 
which have been developed have greatly reduced the relationship between 
the payments made by each individual and the benefits to which he 's 
entitled. The only way by which social security benefits and burdens can be 
fairly related to each other is to extend both to the entire population. Some 
difficult problems are involved in a general extension of social secur't) 
benefits, but those difficulties will be lessened rather than intensified b) 
distributing the cost evenly on all incomes. 
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IV 


Equity in taxation requires some type of averging device. With a progres- 
‘ncome tax a person with an unusually high income in one year pays 
.xes than another person with the same income regularly spaced over 
ral years. This problem is important in connection with taxes on owners 
‘small and moderate-sized business enterprises, because of the likelihood 
that their income will be irregular; and especially important in the case of 
new ventures where good profits are anticipated at the start or for a short 
seriod after initial costs have been met but which may be subject to severe 
competition within a few years. The desirability of averaging business gains 
and losses over a period of years is recognized in the present law, where this 
is partially permitted. 

The chief practical problems encountered in developing an averaging de- 
vice for general application are to avoid producing a situation under which 
individuals would be paying taxes in years of small incomes on larger in- 
somes received in previous years and to avoid undue complications in 
alculating the amount of tax. In view of the records which taxpayers have 
had to keep in recent years, and the present records maintained by the 
Bureau of Internal Revenue, the latter is less difficult than it would have 
been a few years ago. 

The proposal made here is that a space be provided on the form used by 
persons subject to the surtax (with the 10 per cent income-at-source treated 
is the normal tax) for the amount of taxable income received in each of the 
preceding ten years, and for the average during those years. The taxable 
income for the current year is then divided into two parts: 

(1) An amount equal to the average for the preceding ten years, or the 
entire taxable income if less than that average, which will be taxed accord- 
ing to the surtax scale; and 

2) The amount in excess of the average for the preceding ten years 
which will be taxed according to the surtax scale applicable to an income 
equal to one-tenth ‘of that excess plus the average for the preceding year. 

Under this proposal the total tax each year will be the same as though 
this income had been received evenly during the preceding ten years, and 
taxed in each of those years according to the current year’s surtax scale.’ 


‘The operation of this proposal may be illustrated by the following examples: (a) the case 
‘a person whose regular income in a given year is 25 per cent larger than his average income 


for the preceding ten years; and (b) the case of a person whose regular income is the same as in 
‘ie preceding ten years, but who receives a substantial inheritance (or has a capital gain): 


a b 
1. Income subject to surtax—report year (for 6, $8,000 regular in- 
_ come plus $300,000 inheritance or capital gain) $10,000 $308,000 
/. Average income subject to surtax—previous 10 years 8,000 8,000 
’. Excess of current years’ surtax income over 10-year average (line 
1 minus line 2) 2,000 300,000 
4. One-tenth of amount in line 3 200 30,000 


lotal of amounts in line 2 and line 4 8,200 38,000 
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V 


The justification of a capital gains tax rests on the fact that such gains 
are in part genuine income to the recipient. The objection frequently made 
to taxation of capital gains on the ground that they are not income is not 
valid, with the possible exception of gains directly associated with a change 
in the general price level. Capital gains are as significant to the recipients 
as any other form of income. Occupancy of a strategic trading position ip 
the security markets, or in other markets, and diversion into individual 
income in the form of capital gains of changes in the value of capital assets 
is essentially the same type of economic activity as occupancy of titles to 
natural resources and the diversion into individual incomes, in the form of 
rents and royalties, of changes in value resulting from the use or develop- 
ment of such resources. In fact, a strategic position in the security markets 
and diversion into individual incomes of changes in the value of corporation 
shares of stock has become one of the chief sources of large incomes. 

Nevertheless, two problems in connection with equitable taxation of capi- 
tal gains have never been adequately solved: (1) avoidance of double taxa- 
tion of the difference between the buying and selling prices of shares of 
corporation stock when that difference represents earnings which were 
currently taxed while the seller owned the stock—a problem which would be 
greater under the corporation income tax proposed above than under exist- 
ing law; and (2) avoidance of unduly heavy taxes because of the irregularity 
of capital gains. With the method of averaging individual income over a 
period of years recommended above, the latter problem can be met by the 
inclusion of capital gains in an individual’s income tax return on the same 
basis as other income, provided the gains are first adjusted for retained 
corporation earnings on which taxes have already been paid. 

Reporting capital gains accurately is a complicated problem in any case, 
because expenses incurred in developing the property, commissions on 
purchase or sale or both, and other expenses connected with holding it 
should be taken into account. The additional complication introduced by 
including in these adjustments corporation earnings on which taxes have 
been paid is well worth while because of the greater equity of taxation which 
would result. For this adjustment, however, certain centralized records are 


Computation of Surtax 
(Schedule in Revenue Act of 1945) 


. On portion equal to average for previous 10 years (i.e., on amount 


in line 2) 1,720 1,720 

8. On portion in excess of average for previous 10 years: 
a b 

9. Scheduled surtax on income equal to amount 

in line 5 $1,782 $17,220 
10. Excess of amount in line 9 over amount in 

line 7 62 15,500 
11. Ten times amount in line 10—this is the surtax on the income in 

excess of 10-year average shown in line 3 620 155,000 


12. Total surtax (prior to 5 per cent reduction)—sum of amounts in — 
lines 7 and 11 $ 2,340 $156,720 
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isirab le in order that the adjustment can be made readily and with reason- 
ble accuracy. 

Since under the corporation income tax proposed above each shareholder 
will be given information regarding the earnings allocated to his shares, the 
,jiustment for these earnings, when a stockholder sells part or all of those 
chares, can in theory be made by totaling the amounts for each share from 
he date of acquisition (or date on which this type of taxation of corporation 
income went into effect) to date of sale. In practice, this is not likely to 
vork well, because of the difficulty of keeping for long periods of time 
‘he annual earnings’ statements received from the company. A more effec- 
ive procedure would be the maintenance by the Bureau of Internal Reve- 
nue of a central register of corporation stock issues and earnings, against 
hich any income tax return showing profit or loss on sale of corporation 
stock can be checked. To this register every corporation would be required 
to send an annual report giving for each class of stock the information 
which it has given to its respective shareholders. For listed stocks this in- 
formation should be published each year and available at all times to any 
terested person. Whether this should also be done in the case of closely 
held corporations the stock of which is rarely sold will depend on public 
policy with respect to disclosure of earnings’ data for such corporations. 

With a central register of corporation earnings and their allocation, the 
additional instructions for making this adjustment in the capital gains sec- 
tion of the income tax form would not be difficult. The adjusted gain or loss 
could then be carried directly to the face of the report as one of the items in 
current income. 


VI 


Justification for an estate tax is based in part upon the possibility that 
anestate may have been built up by methods under which the owner did not 
meet his fair share of taxes during his lifetime, and in part upon the ground 
that transmission of great fortunes by inheritance should be discouraged by 
a democratic society which emphasizes individual opportunity and enter- 
prise. Neither of these purposes is well met by the present tax on estates 
graduated according to the size of the estate. 

To meet the first of these two primary purposes of the estate tax, it is 
preferable to close loopholes in other tax laws and to improve their col- 
ection, so that all types of income are taxed equitably as they are received. 
Retention of corporation earnings through a niggardly dividend policy, 
especially in the case of corporations controlled by wealthy people, has in 
the past been the most important device for building up and increasing 
arge fortunes by tax avoidance. This method of tax avoidance should be 
eliminated by the corporation income tax proposed above. 

The second principal purpose of the estate tax, to discourage the develop- 
ment of a small, extremely wealthy class through inheritance and to give 
widespread encouragement to individuals to exercise their talents for busi- 
hess enterprise and ingenuity, can be achieved much better through an 
inheritance tax than by an estate tax. That is, the tax should be taken off 
the estate left by a decedent, and placed on the heir or other recipient, with 
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the tax graduated according to the amount received rather than according 
to the size of the estate. Further, if the primary purpose of this tax is ty 
foster a more equitable distribution of wealth and income, and more equit- 
able distribution among the members of each generation of the opportunity 
to participate in business enterprise, the tax on an inheritance should not 
depend solely upon the amount inherited but also upon the other income of 
the recipient. The simplest method of accomplishing this purpose—with ay 
income tax which is based on the averaging of income over a period of years 
—is to include an inheritance as an item in personal income in the year in 
which it is received. 

Since the gift tax is designed chiefly to prevent evasion of estate taxes. 
gifts received should also, with perhaps a minimum exemption of a few 
hundred dollars, be included as an item in current individual income. 

Investment in tax-exempt securities issued by government and use of 
trust funds are probably the next most important methods by which for- 
tunes are built up by tax avoidance. It has long been recognized that the 
former can be eliminated only by cessation of issue of tax-exempt securities. 
Equitable taxation of the income from property held or managed by trusts 
has long been recognized as an exceedingly difficult problem because of the 
great variety in the types of trusts which have been established. It is pro- 
posed here that trusts be treated in a manner similar to that proposed 
above for corporations, with the beneficiaries in the place of shareholders 
This method, it is believed, will achieve a reasonable degree of equity and 
will minimize administrative difficulties. 


VII 


In summary, the proposal for post-war federal taxation which is made 
here is to consolidate into two taxes the present corporation income tax, 
individual income tax, income tax on property held in trust, capital gains 
tax, estate tax, gift tax, and all social security taxes. The proposed taxes 
are: 

(a) A normal income tax of 10 per cent collected at source on all pay- 
ments that constitute income to the recipient, with no deductions or exemp- 
tions except in the case of wages paid to personal employees by persons with 
incomes under the minimum income subject to surtax; and 

(b) An individual income surtax at progressive rates with income de- 
fined to include corporation earnings allocated to the respective share- 
holders, trust income allocated to beneficiaries, capital gains adjusted for 
undistributed earnings on corporation stocks, inheritances, and gifts—with 
an averaging device so that persons receiving from any source an exception- 
ally large income will not be taxed unfairly. 

This consolidation of income and related taxes should be accompanied by 
abolition of excise or sales taxes, except perhaps those on alcoholic bever- 
ages, tobacco and gasoline, which might be retained because of social con- 
siderations or because they are large revenue producers at small administra- 
tive expense with an impact widely distributed among the population. The 
steepness of the progressive surtax rates, and the amount of income ex 
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empted therefrom, will necessarily depend upon the size of the post-war 
federal government budget. Specific recommendations regarding these are 
not made here. The progression in rates, however, should not be stopped at 
on income of half-a-million dollars, as has been recommended in some pro- 
nosals for post-war taxation. If the progressive principle is correct up to 
such a point, it should be continued right on up to the income of ten times 
that amount reported by one or two individuals in recent years. 
CLARK WARBURTON 


Notes on Savings in Relation to Potential Markets 
The Problem 


Savings of individuals have expanded from a total of 48 billion dollars 
at the end of 1939 to 156 billion dollars in January, 1946. On the basis of this 
huge backlog of liquid assets (bonds, deposits, currency) some economists 
and business analysts have predicated markets for consumer goods. Notable 
among this group is Professor Sumner H. Slichter, who prognosticated post- 
war markets under the assumptions of whether savings would be “hot” or 
“warm,” assuming different degrees of price and wage controls.' Despite the 
attention devoted to the holdings of liquid assets by individuals, which will 
obviously influence the national consumption function, insufficient con- 
sideration has been given to the distribution of accumulated savings among 
the various income groups or to the attitudes of holders of these savings. 
Before a sound quantitative appraisal can be made of the translation of this 
potential purchasing power into effective demand, information of this charac- 
ter is needed. Such factors as liquidity preferences of individuals and the 
marginal propensity to consume suggest questions which must be con- 
sidered before an hypothesis of post-war markets can be made on the basis 
oi the accumulated aggregate savings of individuals. 

It is the purpose of this paper to depict the wartime pattern of expendi- 
tures and savings by income classes, and to examine the significance of this 
empirical evidence as these factors relate to the forecasting of new markets. 


II. Income, Expenditure, and Savings Pattern 


_ It should be recognized that during the war phenomenal shifts occurred 
in the distribution of families and single consumers, by income groups, and 
that family incomes attained their highest level in history in 1944.2 The 


“ Sumner H. Slichter, “Present Savings and Postwar Markets,” Harvard Business Review, 
Autumn, 1943. 

* The income-expenditure survey conducted by the U. S. Bureau of Labor Statistics covered 
4 cross section of all civilian consumers in 102 urban communities representing all regions of 
‘he United States and cities ranging in population from 2,500 persons to the size of New York 
City. Dorothy S. Brady, “Expenditures and Savings of City Families in 1944,” Mo. Lab. Rev., 
January, 1946. Lenore A. Epstein and Ann S. Ritter, “City-Family Composition in Relation 
to Ir come, 1941 and 1944,” Mo. Lab. Rev., February, 1946. Bureau of Labor Statistics, Family 
Pending and Saving in Wartime, Bull. No. 822, 1945. Also, Wartime Food Purchases, Bureau’s 
bull, No. 838, 1945. For an analysis of the geographic redistribution and inter-regional shifts 
‘income payments refer to Charles F. Schwartz, “State Income Payments in 1944,” Survey of 
‘urrent Business, August, 1945. 
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pattern of distribution of the average money incomes, expenditures, and pre 
savings of families and single persons in cities in 1944 is easily comprehended re 
by reference to Tables I and II. The nature of the skewed distribution oj ‘ 
money incomes is quite evident from these tables. ste 
TABLE I.—AvERAGE Money INCOME, EXPENDITURES, AND SAVINGS OF FAMILIES AND 

PERSONS IN CITIES, BY INCOME Crass, 1944 
[Preliminary, subject to slight revision] 
Annual Money Income after Personal Taxes 
Item | $500 | $1,000 | $1,500 | $2,000 | $2,500 | $3,000 | $4,000 | $5,000 
Under | to to to to to to to | and 
$500 | $1,000] $1,500 | $2,000 | $2,500 | $3,000 | $4,000 | $5,000 | over 
Per cent of families and sin- | 
gle persons in each class 4.2 me 7.8 11.9 13.9 13.2 19.9 9.6 1 
Money income after per- = 
sonal taxes!.. schen Sees $764 | $1,243 | $1,769 | $2,251 | $2,747 | $3,481 | $4,406 | $7.6 
Expenditures for current} 
consumption.........| 594] 1,317] 1,690] 1,946] 2,375 | 2,816] 3,428| 4,324 
Food?. . PE | «6335 368 506 646 747 908 1,034 1,147 1,38 ) 
Clothing a | 41 82 157 231 268 353 456 621 83¢ 
Housing,’ fuel, light, and 
refrigeration. ..... | 178 231 285 328 379 424 484 546 6 
Household operation 33 50 64 81 89 109 140 166 30¢ I 
Furnishings and equip-| 
Rise ceohesace 5 24 33 43 §2 84 92 131 159 
Automobile........... 6 13 36 42 61 104 122 175 171 
Other transportation. .. . | 6 21 28 47 53 52 63 83 114 
Medical care.......... 48 67 78 93 95 119 147 191 260 
Personal care.......... | 12 20 34 42 46 55 64 M4 109 
Recreation. ..... 5 15 25 45 52 62 82 104 13 
OS er 7 16 25 40 40 47 58 70 
Reading siete 8 11 15 18 21 27 32 38 43 } 
Formal education 4 2 1 14 13 29 
Other 4 ; 9 19 30 26 35 17 29 | 43 

Personal taxes! nan 1 23 70 124 198 283 7 | 564) 2 
Gifts and contributions. ... 17 31 52 82 92 136 127 | 211 154 
Net savings or deficit. .... —320 | —206 —126 —3 213 236 538 | 767 | 2 

War Bonds* re: 16 62 40 117 163 230 323 414 l 
Life and annuity insur-} 

ance premiums....... 10 20 43 50 64 85 108 | 141 269 
—346 | —288 —209 —170 —14 107 | 212 1,394 

Average number of persons®) 1.42 1.82 2.11 2.55 2.77 3.09 3.61 3.97 4 02 

Average number of earners’ | .38 .68 1.07 1.16 1.22 1.2. 1.56} 1.96 2.05 
Source: U. S. Bureau of Labor Statistics. 
! Personal taxes (income, poll, and personal property) have been deducted from income. Tota! money income 
may be obtained by combining the amounts shown on line 2 with those for personal taxes. Cae 
Inheritances and large gifts are not considered current income; inheritances and gift taxes are excluded from 
personal taxes 
2 Includes expenditures for alcoholic beverages. : 
3 Includes rents for tenant-occupied dwellings and for lodging away from home, and current operation expenst 
of home owners. Excludes principal payments on mortgages on owned homes. 
* Value of bonds purchased less those cashed. 
5 These figures represent the differences between income and expenditures plus net war bond purchases and in 
surance premium payments. Included as savings are amounts deducted for social security, retirement plans, ¢ 
not available separately 
* Family size is based on equivalent persons, with 52 weeks of family membership considered equivalent to 1 pe T 
son; 26 weeks equivalent to 0.5 person, etc f : ea 
7 A family member that worked for pay (as wage or salary worker or on his own account) at any time curing ‘¢ 


year was considered an earner. 


In 1944, it required $1,950 income after taxes for the typical city family 
of two or more persons to “break even” (Table II). Such families spent 4” 
average of barely 22 cents a meal per person and $30 a month for housing, 
fuel, light and refrigeration. They paid $119 during the year in taxes. After 
taxes nothing remained to buy bonds or to pay life insurance premiums, 


considered as savings. In order to buy war bonds or pay life insurance 
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oremiums, the average family with a net income of $1,950 had to draw on 
sreyious savings or go into debt to the amount of $168. 

~ 4 fourth of these families depended on more than one earner. It required 
seady work, 40 hours a week for 50 weeks, at $1.03} per hour, for one per- 
» to provide $1,950 after taxes, or a total of $2,070. This income typically 


‘owed no net savings in 1944 for a family of three. Almost one-fourth 


rapte I]. —AVERAGE Money Income, EXPENDITURES, AND SAVINGS OF FAMILIES OF TWO OR 
IN CiTrEs, By INCOME Crass, 1944 


[Preliminary, subject to slight revision] 


Annual Money Income after Personal Taxes 


| 
950: | 
| under | $500 | $1,000! $1,500) $2,000| $2,500! $3,000] $4,000] $,000 
$500 |, to @ | to o | to and 
$1,000) $1,500) $2,000) point $2,500) $3,000 $4,000 $5,000; over 
Per cent of families in each 
class ‘a $.3 5.2 5.3 10.7 — 14.0 14.7 23.0 11.2 14.4 
| 
Money income after per- 
na! taxes! | $313 $776 |$1,243 |$1,779 |$1,950 |$2,259 |$2,757 |$3,480 |$4,408 |$7,595 
tures for current| 
mption 887 | 1,053 | 1,407 | 1,788 | 1,877 | 2,051 | 2,410 | 2,838 | 3,439 | 4,305 
2 cana 374 434 555 701 733 797 913 | 1,043 | 1,150 | 1,386 
‘is ’ 42 80 163 234 250 283 364 462 623 848 
el, ightanc 
ration da 57 251 298 341 359 394 430 488 547 616 
ld operation. 56 47 66 83 87 93 110 140 166 295 
lings and equip- 
eet 5 25 39 49 53 60 RR 95 132 157 
Automobile okie 16 19 29 42 §2 69 105 119 177 171 
ther transportation... | 7 20 26 44 46 50 51 63 84 109 
Me 7s nie 62 88 94 105 105 104 123 149 190 265 
Pe ire 21 19 33 41 43 48 56 65 RY 110 
. 3 15 28 46 49 55 63 82 105 137 
16 15 21 41 41 41 48 59 71 76 
R 14 13 14 18 19 22 27 31 37 43 
rt cation | 1 2 2 11 10 9 15 13 29 42 
| 13 25 39 32 30 26 17 29 44 50 
es! 2 13 32 86 119 180 270 402 559 | 2,385 
ntributions... 26 30 47 66 73 86 119 119 203 454 
ngs or deficit... —600 | —307 | —211 —75 0 122 228 523 766 | 2,836 
34 5 | 15 81 28 82 105 147 233 316 410 | 1,206 
I annuity insur- 
remiums - 14 25 40 59 63 70 8&3 109 140 263 
. | —629 | —413 | —279 | —216 | —168 —95 — 88 98 216 | 1,367 
rage number of per-| 
sé 2.45 2.45 2.78 3.03 3.05 3.10 3.13 3.69 4.01 4.13 
erage number of earn-| 
rs? re .35 Py | 1.15 1.22 1.24 1.27 1.3) 5.57 1.97 2.12 


rce: U. S. Bureau of Labor Statistics. 
t footnotes, see Table I. 


i the city families of two or more persons had net incomes below $1,950. 
The other three-fourths of the families, with incomes of $2,000 and over 
alter taxes, typically managed. to accrue some savings, primarily war 
vonds. Savings comprised up to 10 per cent of income during 1944 only 
lor those whose income after taxes exceeded $3,000. The $2,000 to $2,500 


group had average net savings of about $122 (Table II). If net savings 


‘The average family with net income of $1,950 bought war bonds and many paid on life 
‘surance, gave gifts and made contributions to charity including church donations. The deficit 

resents the difference between income and expenditures plus net war bond purchases and 
insurance premium payments. 
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of these amounts were made in each of the previous three or four years 
the total would be insufficient to tide most of these families through os. 
tended periods of unemployment. Families with lower income accumv- 
lated no reserves. To realize family incomes of $2,500 to $3,000 a minimum 
of two members worked in 28 per cent of the families. In half of the families 


AVERAGE MONEY INCOME, EXPENDITURES, AND SAVINGS 
OF URBAN FAMILIES AND SINGLE PERSONS 


BY INCOME CLASS, 1944 
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Cuart I 


with incomes of $3,000 to $4,000 after taxes, two or more persons con- 
tributed to family funds. Net incomes of $4,000 or more meant an average 
of two workers per family in 1944. Accumulated bond holdings at income 
levels below $3,000 do not comprise much of a backlog for expenditure on 
consumer goods. 

Approximately two-fifths of all urban single individuals living independ- 
ently had incomes under $1,150 and accumulated deficits in 1944, whereas 
the average single person having an income of $1,150 was just able to “break 
even.”’ As a group, single persons having net incomes above $1,500 saved 4 
minimum of 10 per cent of their incomes during the year. _ 

Income-expenditure curves, shown in Chart I, represent the relationship 
of the outlay of money income of urban families and single persons after 
personal taxes to expenditures for current consumption. The high degree o! 
skewness shown in these curves and in Charts II and III throws considerable 
light upon income-consumption patterns (the consumption function for 
families and individuals)* of families and individuals at various income 


‘ The family or individual consumption function should not be confused with the nationol 
aggregate consumption function which is ordinarily meant in the writings of John M. Keynes 
and Alvin H. Hansen. The distinction between the cyclical income consumption pattern of the 
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levels. The income expenditure curve for food is outstandingly convex and 
bevins to Hatten off rapidly in the middle income levels. The savings curve 
concave upward, is the steepest of all the curves at higher income levels, 
and indicates that savings take a progressively larger share of each succes- 


sive increment to income. The curve for personal taxes is also concave up- 
vard. In contrast, the major categories of current consumption have convex 


curves. 
INCOME-EXPENDITURE PATTERN 
OF URBAN FAMILIES AND SINGLE PERSONS 
BY INCOME CLASS, 1944 


FAMILIES AND SINGLE PERSONS AGGREGATE CONSUMPTION EXPENDITURES 
PERCENT PERCENT 
5 10 ° 10 20 25 


$5000 AND OVER 
4000 5000 


3000 uncer 4000 


2500 3000 
2000 uncer 2500 
1500 uncer 2000 
1000 uncer 1500 
500 uncer 1000 


UNDER 500 


ED STATES DEPARTMENT OF LABOR 
w REAU OF LABOR STATISTICS 


Cuart II 


Expenditures on food increased as family incomes rose, partly attribu- 
table to persons eating more meals away from home and consumption of 
more food, especially higher-priced foods. Families with net incomes of 
$1,950 spent practically 38 per cent of that income on food in 1944. Average 
food costs took about half the income of that 10 per cent of the families with 
$500 to $1,500 income after taxes, whereas families with $4,000 to $5,000 
alter taxes used only 26 per cent of their income for food, despite many 
meals eaten away from home. 

A consistently higher proportion of income was spent for food in 1944 than 
in 1941, particularly at the lower income levels, even though the average 
size ¢ family was smaller in 1944 compared with 1941. Average retail food 


ons nal ' consumption function and the consumption function of an individual is defined in 
r Hansen’s book, Fiscal Policy and Business Cycles (New York, Norton, 1941), pp. 
me 0. Also, John M. Key nes, The General Theory of Employment, Interest, and Money, 
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prices in cities advanced 29 per cent within this period. Similarly, retaij 
clothing prices rose 31 per cent between 1941 and 1944, thus absorbing , 
larger share of income at each level in 1944. Housing costs (including fuel, 
light and refrigeration), however, remained unchanged or somewhat lower 
relative to income, except for families with incomes under $1,000 or who 
migrated to centers of war production. While workers that moved to war 
centers usually paid higher rents than prior to the war, the rent-contro! 
program stabilized housing costs for many families that did not move. If 


INCOME-SAVINGS PATTERN OF URBAN FAMILIES 
AND SINGLE PERSONS 
BY INCOME CLASS, 1944 


FAMILIES AND SINGLE PERSONS NET SAVINGS OR DEFICIT 
PERCENT DOLLARS 
to 10 5 ° 2000 2800 000 


$5000 AND OVER 
4000 5000 
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2000 under 2500 
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their income increased, this meant a smaller proportion spent on housing. 

Medical expenses took a larger portion of total income, particular) 
among low-income families, in 1944 than in 1941, probably because of higher 
medical costs and need for more care as a consequence of longer hours ©! 


5 It is interesting to note here that during the past half-century significant changes have 
occurred in relative proportions of income spent by families for major categories of consump 
tion. The most striking example of this phenomenon is represented by the decreased percentag 
of average total expenditure for food over this period. This is largely attributable to progr¢ 
in food production. While the relative proportions spent on certain other categories of con- 
sumption increased, the proportion of money outlay for housing, fuel, and light have remainec 
relatively stable. In contrast to Engel’s law which is primarily restricted to varying proportions 
of income spent for various categories of consumption or saved by different income groups at @ 
particular time, the following table (on page 897) indicates the historical development of thes¢ 
shifts in relative proportions expended for major groups of consumption or the aggregat 
budget pattern for wage earner’s families over periods of time. 
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york. Absence of new automobiles and consumer durables was reflected in 
-he much diminished share of income consigned to these goods. On balance, 

tlavs for current consumption represented a smaller share of income in 
(044 than in 1941 among families in the income groups above $2,000 after 
‘axes. But urban families with incomes under $2,000 required a considerably 
larger share for essential goods and services in 1944 than in the earlier year. 

Urban families and single individuals having incomes over $3,000, com- 
rising 42 per cent of the total consumer units, accounted for 60 per cent of 
the aggregate consumption expenditures in 1944 (Chart II). In contrast, 
urban families and single individuals with incomes under $2,500, comprising 
45 per cent of all consumer units, made 27 per cent of the aggregate con- 
sumption expenditures. The remainder of consumer units, having incomes 
between $2,500 and $3,000, which accounted for 13 per cent of the urban 
families and single individuals, made 13 per cent of the aggregate consump- 
tion expenditures. 

The skewness of savings per se is clearly depicted in Chart III which 
shows that the high income classes accumulate most of the savings of the 
country. In contrast to the appreciable net deficits of 31 per cent of the con- 
sumer units with incomes below $2,000, Chart III reveals that 64 per cent 
{ the aggregate annual savings were made by consumer units having money 
incomes of $5,000 and over, comprising 13 per cent of urban families and 
single persons of the nation. 

he pilot study of liquid asset holdings in 1945 made by the Bureau of 
Agricultural Economics corresponded to the findings of the Bureau of Labor 
Statistics.6 The BAE study covering both rural and urban areas indicated a 
concentration of ownership of savings and in each income class there tended 
to be a few cases of large holdings. The bulk of accumulative liquid assets 
was held not only by the middle and upper income classes but also by the 


CHANGES IN RELATIVE PROPORTIONS SPENT, FOR Major Groups, BY WAGE 
EARNERS’ FAMILIES, BY DECADES 


Per Cent of Average Total Expenditures 


Period 
Fuel and All Other 
Food Housing Clothing Light Expenditures 
1869-1879 51.3 16.8 14.9 5.9 11.1 
1880-1889 44.0 15.7 18.7 5.8 15.8 
1890-1899 42.3 14.3 15.9 6.2 21.3 
1900-1909 43.1 18.1 13.0 5.6 20.2 
1910-1919 39.9 13.7 15.6 5.2 25.6 
1920-1929 37.3 14.6 14.9 5.0 28.2 
1930-1935 32.8 16.0 10.9 5.5 34.8 
1935-1939 33.9 18.1 10.5 6.4 31.1 


Source: National Industrial Conference Board, The Economic Almanac for 1944-1945, 
p. 98. 

* Emanuel T. Weiler, “Surveys of Liquid Asset Holdings,” Federal Reserve Bulletin, Septem- 
ber, 1945 (Washington), pp. 865-71. 
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upper third of holders within these income classes. In Birmingham, the 
10 per cent of liquid asset holders who individually had the largest amounts 
of liquid assets owned 60 per cent of all liquid assets in the city.” Seventy- 
seven per cent of the aggregate liquid assets were held by the upper third of 
the liquid asset holders in Birmingham, Alabama, and Douglas County, 
Illinois, combined. A dispersion of the upper third of the holders of liquid 
assets, whose holdings were largest in relation to their income, revealed tha: 
they were older, have smaller families, have more education, and have 
regular methods and specific purposes for saving.® This experimental survey 
revealed first the skewness of savings per se, and, secondly that, ever at 
relatively high levels of savings, holders of these assets are not likely to spend 
them readily for specific purchases of consumer goods. 


TABLE III.—CoNCENTRATION OF SAVING, AND Liquip Asset HoLpincs 1945 


Total for Each Class as Percentage of National Total® 


Spending Units by 


Percentage Classes Money Gross Net Liquid Asset 
Income Saving> Saving> Holdings* 
Top 29 53 60 60 
20 CORE... 45 72 82 77 
SU POP COME. 58 84 96 87 
40 per cent......... 69 92 105 93 
SO GORE 78 97 111 97 
Bottom 50 per cent......... 22 3 —1i1 3 


Source: Federal Reserve Bulletin, June 1946, p. 574. 

* The spending units with the highest income are not necessarily those with the highest 
saving or asset holdings, so that different individual units may be included in each percentage 
class. 

» Gross saving comprises all individual positive saving (income in excess of expenditures), 
while net saving is positive saving less dissaving (expenditures in excess of income). 

Excluding currency. 


Altitudes expressed by these respondents indicated that the desire for 
economic security and advancement has been the leading incentive for ac- 
cumulation of liquid assets. They did not consider their holdings as funds 
held for post-war purchases of consumption goods. Rather than use savings, 
half of the respondents in Birmingham stated they would resort to consumer 
credit. When asked about spending out of savings, most respondents in- 
dicated that they would hesitate to cash war bonds or use time deposits for 
purchase of consumer goods. Apparently many respondents considered 
demand deposit withdrawals equivalent to the expenditures of current in- 
come. 

The national survey of liquid assets made by the BAE,® based upon in- 


Ibid., p. 868. 
8 [bid., pp. 868-69. 


* Henry H. Villard, “A National Survey of Liquid Assets,” Federal Reserve Bulletin, June, 
1946, pp. 574-80. 
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verviews of spending units,’ substantiated the findings of the BAE pilot 
enety. It revealed, moreover, an apparent close relationship between the 
-oncentration of current saving and liquid asset holdings, and showed a 
atively heavy concentration of these assets compared to income. While 
45 per cent of the money income in 1945 was received by the top 20 per cent 
of the spending units, these units accounted for 77 per cent of the liquid 
asset holdings. The bottom 50 per cent of the spending units, receiving 22 
ner cent of the money income, held only 3 per cent of the liquid assets 
(Table III). 

Although the national survey could not definitely establish amounts of 
savings people will spend, it revealed that a large proportion of the spending 
poste in 1946," 
' Although the Braddock Steelworker study™ does not give as detailed an 
analysis regarding age groups, size of family, and other characteristics of 
the holders of savings, compared to the two BAE investigations, it tends to 

nfirm the latter findings, as indicated in Table IV. Whereas, the mean 
iquid assets of the Braddock Steelworker in January, 1945, aggregated 
about $800, these savings were concentrated in a relatively small number of 
families, as 73 per cent of the families had under $800, and 50 per cent had 
less than $400 in liquid assets. 


III. Some Conclusions 


The empirical evidence clearly reveals that, despite large accumulated 
aggregate savings in the country, we cannot assume that these will be 
translated into post-war purchases of goods during the next few years. 
Furthermore, it must not be assumed that a shift in the distribution of 
consumer units to higher income levels will follow the same pattern of saving 
and spending characteristic of that class. Other factors such as habits of 
ving, educational training, occupation, and a conventional mode of life 
may affect the pattern of spending rather than its being determined pri- 
marily on the basis of income. The propensity of the consumer to save 
depends more on his position in the frequency distribution of incomes than 
on the number of dollars he earns."* The correlation between the rate of 


_'* Defined as persons living in same dwelling and member of same family pooling their income 
lor major expenditures. 

 [bid., p. 576. 

* United Steel Workers of America, The Braddock Steelworker, An Income and Expenditure 
Study for January 1945 of Steelworkers in Braddock, Rankin and North Braddock, Pennsyl- 
vania, pp. 22-28, 

“ W. S. Woytinsky, “Relationship Between Consumers’ Expenditures, Savings, and Dispos- 
able Income,” Rev. Econ. Stat., February, 1946. Also, Dorothy S. Brady and Rose D. Friedman, 
“Savings in the Income Distribution,” paper presented at the Conference on Research in 
Income and Wealth, November, 1945. Dorothy S. Brady, “Variations in Family Living Ex- 
penditures,” Jour. Am. Stat. Assoc., June, 1938. J. Marschak, ‘‘Personal and Collective 
Budget Functions,” Rev. Econ. Stat., Vol. XXI. Jacob L. Mosak, “Forecasting Postwar 
Demand,” Econometrica, January, 1945. 
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savings and the nominal disposable income must be considered together 
with the marginal propensity to consume within income classes. In view of 
the practical and theoretical problems involved, determination of the Post- 
war consumption function for consumer goods on the basis of present liquid 
assets is a complex task. 


TABLE IV.—PERCENTAGE DiIsTRIBUTION OF BRADDOCK STEELWORKERS’ BY 
AMOUNT OF Liquip SAVINGS ON JANUARY 31, 1945 


| Per Cent of Cumulative 

Amount Families Percentage 
None 2 2 
$ 1-$ 49.99 7 9 
$ 50-$ 99.99 9 18 
$ 100-—$199.99 10 28 
$ 200-$299.99 10 38 
$ 300-$399.99 12 50 
$ 400-$499.99 8 58 
$ 500-$999,.99 23 81 
$1,000 and up 19 100 


Source: United Steelworkers of America, The Braddock Steelworker, An Income and Fx 
penditure Study for January, 1945 of Steelworkers in Braddock, Rankin and North Braddock, 
Pennsylvania, p. 22. 


The propensity to consume and to save at various income levels is il- 
lustrated by the income-expenditure, and savings curves in Chart III. It is 
quite apparent that the income level of families and individuals is extremely 
significant as a determinant of the proportion of income consumed and 
saved.'* A larger share of current income is saved by urban families and 
single persons in the upper income brackets than by the lower income con- 
sumer units. The high levels of liquid assets of families, single persons, and 
business organizations may tend to promote private capital formation and 
stimulate investment. An organization having large holdings of liquid 
assets, for example, may be more likely to invest in new capital formation 
than a company whose savings are small. While families and single persons 
are still saving a large part of their income they are likely to hold these 
assets and mot spend more of current income plus accumulated liquid assets 
Some savings will undoubtedly be spent and thus affect current demand, 
but for the long term the attitude of the holders of liquid assets gives no 
promise of large-scale spending out of these savings. Nevertheless, the degree 
of economic security afforded by savings will tend to encourage more spending 
from current income and, hence, raise the level of the national consumption 
function.” 

A shrinkage of about 4 billion dollars, or approximately 11 per cent, 
occurred in the annual rate of savings for 1945 compared with 1944, marking 


4 J. M. Keynes, op. cit., chaps. 8, 9, 10. Alvin H. Hansen, of. cit., chap. 11. 
6S. Morris Livingston, Markets After the War, Department of Commerce (Washington, 
March, 1943). 
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the first decline since 1938, despite a rise in income payments to 161 
pillion dollars, the highest for any one year. Since V-J Day, however, con- 
«ymer expenditures have increased while total income payments were 
slightly declining.4*® This may be attributed to favorable subjective factors" 
encouraging spending more out of current earnings rather than from savings. 
The proportion of consumer expenditures for durables and services is below 
the pre-war level, compared with the abnormally large percentage spent on 
consumer non-durable goods. 

Shortages of durable goods and homes partly explain the continued in- 
crease in savings deposits in mutual savings and commercial banks.'® As 
consumer goods reappear on the market, savings deposits will probably 
advance at a slower pace or level out, as a larger proportion of current in- 
come may be spent for goods and less money saved. Accumulation of savings 
are encouraged primarily by a desire for security against future con- 
tingencies, rather than to finance specific purchases of consumer durables. 
Holders of liquid assets may be expected to maintain their savings largely 
intact if they maintain confidence in the integrity and value of the dollar 
and have adequate income to make it unnecessary to use savings for current 
living expenses. If speculation, encouraged by run-away prices, occurs, how- 
ever, savings may be diverted to stocks and real estate, culminating in a 
disastrous deflation. Should this situation arise, the decade of 1929-1939 
when savings continued upward despite large-scale unemployment may be 
repeated. The best assurance for effective demand reflected in purchases of 
consumer goods focuses largely upon sustained high levels of employment, 
productivity, and real consumer incomes resting upon economic stability, 
rather than relying upon a demand created out of savings. 

The tremendous backlog of individual holdings of liquid assets are in- 
dubitably potential creators of expanding markets, and will tend to raise the 
aggregate income-consumption schedule of the nation. But in the process of 
making an appraisal of the influence of savings upon new markets, and the 
extent to which the national consumption function will be influenced, it is 
vital that the pattern of the distribution of savings among families and 


individuals in various income classes be given adequate recognition. 
D. Hyson* 


* The writer wishes to express his gratitude to Dr. Dorothy S. Brady and Mr. Wendell D. 
Macdonald of the U. S. Bureau of Labor Statistics, and to Professor Alvin H. Hansen of 


Harvard University for valuable comments and suggestions. 


A Note on Expectations 
The often-heard dictum that ‘general expectations of a rise or fall in 
prices tend to justify themselves” is hardly a self-evident proposition. In 
fact, it is almost as easy to think of contradicting examples (enlarged pro- 
duction drowning out an expected price increase) as of supporting ones (a 


* Consumer expenditures in 1945 were 6.5 per cent above the 1944 level. 

‘7 J. M. Keynes, op. cit., chap. 9. 

* A larger share of current savings tends to go into bank deposits, as the pressure to buy war 
bonds is reduced. 
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stock exchange run in either direction). However, it is not difficult to Sepa- 
rate the cases when the dictum is applicable from those when it is not. The 
answer turns upon whether or not the stock of the commodity concerned js 
expansible. 

First let us consider a good whose total amount is fixed. Stocks and bonds 
fall under this heading, and if the period considered is short enough to rule 
out their augmentation, particular inventories or the stock of goods in the 
economy do also. In the stock market, a general expectation of a price rise 
(fall) leads to eagerness to buy (sell), which in turn brings about the ex. 
pected rise (fall). Similarly, expectations of a general rise in the price level 
leads to eagerness to hold goods, which tends to bring about the expected 
increase. In these cases, general expectations of a price change do justify 
themselves. 

Now to examine goods whose stock is expansible, or the same goods with 
a sufficient period considered to allow their stock to be increased. In the 
previous case, the only persons involved acted as dual seller-buyers, ac- 
cording to the state of their expectations. In this wider case, new figures 
enter in. One is the producer, primarily a seller. Similarly, the consumer is 
primarily a buyer. Dual buyer-sellers remain, as speculators and inventory- 
holders. These categories react differently to expectations of price changes. 

1. Suppose consumers alone expect a price change. If they expect a rise 
(fall), they will increase (decrease) buying, and the price will tend to rise 
(fall). Consumers’ expectations also tend to justify themselves. 

2. Suppose producers alone expect a price change. If they expect a rise, 
they will increase production. But since consumers expect no change in 
prices no change will take place, until the new goods reach the market— 
at which time the flood will force the price to fall. For the producer then, the 
price change induced is the opposite of the one expected. (It is assumed, of 
course, that there is no real external justification for any of the expecta- 
tions.) 

3. As for the speculators and inventory-holders, their expectations will 
continue self-justifying in tendency, but only in proportion to their impor- 
tance in the total demand and supply. 

Our examples have indicated that the expectations of speculators, in- 
ventory-holders, and consumers tend to be self-justifying. Only among 
producers are general expectations not self-justifying, because in that case 
new production is induced (or old production cut down), changing the 
quantity of the good. It follows that expectations are more likely to be self- 
justifying where the réle of the producer is less important: in the short run, 
where changes of production are difficult, and where speculation is preva- 
Jent. 

Are there examples on the demand side where general expectations of a 
price change do not justify themselves? This is a little more difficult, but 
consider consumers (consumers of labor or machine services in particular 
for this case) who expect a price fall in a certain length of time, and who 
have to make present preparations and decisions about buying or employing 
at that future time. 
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_there will be no change until the plans mature (remembering the 
assul “on ‘tion that the expectations are not justified by external events). 
When the plans mature, the increased quantity of labor or machines de- 
manded hee ause of the expectation of a price fall will actually tend to bring 
about a price rise. Therefore, in this case consumers’ expectations are not 
el{-justifying—to the extent that the decisions are irrevocable. 

T bis last hits the crux of the matter. It is the irrevocable decisions made 
in advance W he bring about the unexpected results. Decisions to produce 
advance of oe pac reaching the market. There must 'be a lag while pro- 
duction takes place. Decisions to consume, on the other hand, do not nor- 
mally require any lag between decision and impact on the market, and the 
decision may be revoked if the price change is not as expected. Only if we 
postulate irrevocability and a lag, as in the above case, are consumption 
decisions analogous to production decisions, and only in that case do we have 

e analogous effect of price expectations not justifying themselves. In all 
other cases, the simultaneous attempt of everyone to profit by anticipating 
ihe price change actually brings about the expected change. 

General expectations of a price change, then, tend to justify themselves 
except where they cause irrevocable decisions concerning increases or de- 
creases or production or of future consumption, in which cases the price 
change tends to be the opposite of the expected one. 

Jack HIRSHLEIFER* 


* The author is a graduate student at Harvard University. 


Incidence or Effects of the Corporation Income Tax? 


In recent literature on economics, considerable attention has , been 
directed to the important and interesting problem of the incidence of the 
tax on corporation net income. Not infrequently writers have concluded 
that this tax is subject to shifting and that its incidence, in part, is on con- 
sumers and laborers.’ Some differences of opinion still prevail, however, 
vith respect to this issue.? These differences appear to be due to various 
meanings attached to the term “incidence.” There is a tendency on the part 
oi some writers to make no distinction between incidence and effects of a 


' The corporation income tax “tends (1) to raise the cost of goods and services, and in some 


cases to pyramid them, (2) to keep wages lower than they otherwise would be... .” See B. 
Ruml and C. Sonne, Fiscal and Monetary Policy (Washington, 1944), p. 10. Also corporate 
‘axation ‘‘turns out to be in part a tax upon the income of stockholders, and in part an indirect 
‘ax Upon consumers, wage-earners or both. The indirect taxation occurs because such taxes 
are accounted as part of the costs of doing business, and soon or late some part of the tax gets 


assed on to consumers in the form of higher prices for the goods they buy; some part of it, also, 
s borne by workers in the form of lower wages and salaries than they could otherwise 
ive.” See Research Committee of the Committee for Economic Development, A Postwar 


Federal Tax Plan for High Employment (New York, 1944), p. 16. These statements are quite 
typical of conclusions on that issue. 


*See for exan aple, H. B. Bowen, “Incidence of the Corporate Income Tax,” Am. Econ. 
, Vol. XXXVI, No. 1 (March, 1946), pp. 146-47; and Richard Goode, “The Incidence of 
the Co Tporation Income Tax:A Rejoinder, ” in the same issue of the Review, pp. 147-48. 
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tax, specifically the levy on net income of corporations. When the incidence 
of this tax is interpreted broadly to include its effects on the functioning of 
the economy, eé.g., on investment and business expansion, the conclusion 
reached with respect to shifting naturally differs from that obtained when 
incidence is given a much narrower connotation. 

According to the orthodox view on incidence, with the term itself meaning 
“the settling or coming to rest’ of the tax, a levy on net income is not 
shifted and its incidence is, therefore, at the point of impact of the tax. Thus 
in the case of the corporation income tax, the burden falls first and finally 
on the owners, or scockholders, of the corporation. The income subject to 
the tax is the result of a pricing process completed in advance of tax pay- 
ments and corporation owners are not in position to shift any portion of the 
tax forward to consumers in the form of higher prices or backward to 
laborers by way of lower wages. If prices of products to consumers are de- 
termined in competitive markets, no control is exercised by a single corpo- 
rate seller and no shifting of a tax on income is possible. If, more realistically, 
prices are administered to some degree by action of monopolistic elements, 
maximum net income is the objective of the controlled price policy even 
though it is known in advance that the income sought is subject to taxation. 

In similar fashion the orthodox view on incidence does not lend support 
to the belief that the tax on corporation income is shifted in part to laborers. 
If the labor market is competitive, productivity is the chief determinant 
of wage and the corporation income tax does not influence labor productiv- 
ity. If, on the other hand, labor is highly organized and exercises certain 
monopolistic powers in bargaining for wages, the tax on corporate income 
does not alter either the strength of the labor organization or the wages re- 
ceived by its members. Corporation officials tend to be critical of the notion 
that their organization’s ability-to-pay, which would be greater if the tax on 
corporation income were lower, should be a factor to be considered in de- 
termining wages to be paid to their employees. The contention that wages of 
corporation employees will automatically be higher if tax relief is granted 
to the corporation is pure conjecture. 

When the longer run and somewhat indirect effects of a tax are regarded 
as a part of incidence, it seems to be rather generally believed that laborers 
and consumers share the burden of the tax on corporation income. There is 
no unanimity of opinion, however, with respect either to the reasons for the 
shifting process or to the degree to which the tax is passed along to these 
segments of the economy. In view of the many factors that may be involved, 
directly or indirectly, when effects are considered as a part of incidence, It 's 
understandable why difficulties arise in connection with an effort to trace 


* E. R. A. Seligman defined incidence in this way. See his Shifting and Incidence of Taxati " 
(New York, 1921), p. 2. A contemporary writer states that incidence may be interpretec ‘ 
mean “‘the relation between the impact of the tax and the prices which are most intimate!) 
associated with the point of impact.” He is critical, however, of such a treatment of incicence 
suggesting that its basic concept “ought to be redefined so as to include not only the repercus 
sions of the tax itself but also the results of the expenditures which the tax finances hap 
E. E. Oakes, “The Incidence of the General Income Tax,” Am. Econ. Rev., Vol. XXXII, No. 2 
(March, 1942), suppl., p. 77. 
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the burden of any tax to its ultimate bearers. Within such a sphere of 
speculation, few satisfactory answers can be supplied to questions on shift- 
ing and incidence of taxes on income, property, estates, retail sales or any 
ther levy. 

A strong theoretical case may be advanced in favor of a drastic reduction, 

perhaps complete elimination, of the tax on corporation income, prov iding 

,dequate safeguards are established to prevent undistributed earnings from 
escaping t taxation entirely. Investment of venturesome capital would likely 
be encouraged and a stimulus given to business expansion if income tax 
relief should be granted to corporations. Laborers and consumers who are 
adversely affected by any measure, such as a tax law which restricts 
productive activity, would stand to benefit from an enlivened and more 
prosperous economy. But the benefits of an altered corporate tax policy 
which had the effect of encouraging economic activity would not be confined 
toemployees of corporations and consumers of the products of the corpora- 

ns. Virtually all productive elements within the economic organization 
would gain indirectly from any move which would result in expansion and 
prosperity. Yet it is not argued that the incidence of the corporation income 
tax falls in part on these many productive elements except as they may also 
be consumers of products of heavily taxed corporations. If the incidence of 
this tax is distributed among stockholders, laborers and consumers as so 
often contended, it should follow that dividends would be higher, wages 
would be increased and prices would be lower if the tax should be reduced or 
eliminated. Perhaps these results, among others, would be forthcoming over 
a period of time long enough to allow the benefits of tax relief to be diffused 
throughout the economy. But what basis is there for believing that only 
these three groups would be aided? In other words, if incidence includes 
eflects, it seems to be a hopeless venture, probably impossible of attainment, 
to attempt to determine where the burden of a tax ultimately rests.‘ 

In view of the fact that its final effects are of vital importance in an 
evaluation of a tax measure, it may be argued that it is useless hair-splitting 
to differentiate between incidence and effects. On the other side of the 
argument, the point may be made that effects can hardly be determined 
until incidence in the narrower sense of the term is known.$ In the case of a 
retail sales tax, for example, prices of products to consumers tend at once to 
be higher because of the tax. Recognizing this, it becomes possible then to 
consider the consequences of this tax on effective demand, production, 
wages and many other factors. Likewise, in considering the corporation in- 
come tax, there may be some advantage i in accepting the orthodox view on 
incidence as a point of departure in an analysis of its effects. It should be 


‘Oakes considers the prospects of finding a satisfactory answer to the problem of incidence 
nthe broad sense of the term by no means encouraging, and he raises “grave doubts concern- 
ng our present knowledge of the precise nature of the economic consequences following upon 
ed ¢ choice of a levy on net income as compared with other forms of general taxation.” Am. 
on. Rev., Vol. XXXII, No. 1 (March, 1942), suppl., p. 82. 

* Seligman wrote that “it is only when we have ascertained the incidence that we can proceed 
‘0 discuss the wider effects of a tax.” Op. cit., p. 14. 
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emphasized that laborers and consumers are not the only groups, aside from 
stockholders, who are affected by the corporation tax. The claim that the 
incidence of this tax is on laborers, consumers and stockholders serves, there- 
fore, only to confuse the issue. The orthodox approach to incidence does not 
support the claim. And when effects are considered a part of incidence, the 
claim lacks completeness. 

C. Macy* 


* The author is professor of economics at Coe College. 


Concept and Teaching of Economics: Comment 


In his criticism of the traditional introductory course in economic prin- 
ciples under this title' Dr. Mendershausen confuses two entirely different 
problems. First, is the content of this course as now given conducive to an 
understanding of economic reality? Second, should we begin economic in- 
struction with “economic theory,’’—that is, a system of necessarily abstract 
concepts—or should we rather arouse the students’ interest by painting 
broad historical-sociological pictures, starting with the “origin and signifi- 
cance of the Ghost Dance among the American Indians in the late 19th 
century” and ending up with nothing less than the ‘Great Depression and 
the War.” That we are actually dealing here with two different issues can 
be most easily seen in Mendershausen’s suggestion that in the later years 
of college study the students should go “into intermediate, specialized work 
in economics.” Surely, Mendershausen cannot intend that these later 
courses in economics should take up the teaching of the “rationale of a self- 
regulating system of markets (market economy),”’ which he so severely 
condemns as unrealistic in the earlier sections of his article. He must be 
referring to a different and sufficiently realistic type of economic theory, 
though possibly not “‘pure and systematic” according to his terminology 
(p. 379); if so, he has failed to demonstrate that it would be impossible to 
teach an introductory course in “economic principles” using this type of 
material. 

Mendershausen’s inability to realize this simple truth is rooted in his 
persistent identification of “economic theory” with the theory of “a sell- 
regulating system of markets” and the “crusade against the interference 
with market self-regulation” (p. 379). He would do well to ponder Keynes's 
dictum: “The theory of economics does not furnish a body of settled 
conclusions immediately applicable to policy. It is a method rather than 
a doctrine, an apparatus of the mind, a technique of thinking, which helps 
its possessor to draw correct conclusions.’” 

What Mendershausen does not realize is that any free enterprise system,’ 
even if it is not self-regulating and is “interfered” with, can be understood 
only with the help of the conceptual apparatus which has been largely 
developed by the neo-classical theory. The very Keynesian system which 


1 American Economic Review, Vol. XXXVI, No. 3 (June, 1946), pp. 376-84. 
? Introduction to the Cambridge Economic Handbook series. 
* The term is used here as denoting the opposite of a fully-planned collectivistic system. 
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\endershausen designates as having closed “‘the epoch of pure and system- 
sic economics” employs such theoretical concepts as “‘aggregate supply 
once,’ “marginal efficiency of capital,” and the like, which cannot be com- 
orehended without some knowledge of the ‘‘micro-economic”’ concepts of the 
classical theoretical system. And how can the problems of price control 
-the effectiveness of a ‘‘buyers’ strike,” to mention only a few examples, 
e explained to someone who has not yet grasped the meaning of supply 
and demand functions? 

It is not necessary to extend this list in order to show that the theory of 
the “semi-controlled” (or what amounts to the same thing—the ‘‘semi- 
wtomatic’’) free enterprise system utilizes the basic concepts of the neo- 
ussical system. We must stress, moreover, that even Mendershausen’s 
s-called ‘‘political economy” course cannot give an explanation of the his- 
torical events it purports to deal with, without having at its disposal the 
nceptual apparatus of economic theory. How can “the crisis and debacle 
ithe French Republic, 1933-1940,” second of the topics in Menders- 
uusen’s course, be explained without discussing the influence of a reduction 
working hours on national income, real wage level, and similar subjects? 
Explaining ‘‘the transformation of English society . . . 1750-1850,” third 
topic in his course, would necessarily involve the instructor in a considera- 
ton of the theory of unemployment (technological unemployment versus 
elationary unemployment). Mendershausen’s discussion of the “safety 
alves’ of market economy, fifth in his list, presumably is distinguished 
from the same chapter in the abandoned “pure and systematic economics” 
oy a critical discussion of their limitations. But is not the law of supply 
iid demand one of these valves? The amount of economic theory in its 
traditional form necessary for an explanation of the Great Depression need 
not be expounded here. 

Mendershausen shares with the institutionalists and the “historical 
chool” in economics in Germany the error that history*can be understood 
“ithout theory. Although we may readily grant these schools the merit of 
ving forced on economic theorists, two generations ago, a revision of their 
velief in the self-regulation of the market economy, it would be idle to deny 
‘se complete collapse of these schools when faced with the new economic 
problems of World War I and the 30’s. The progress in our understanding of 
the econe mic processes of the “‘late capitalism” has come not from historians 
dul trom the theorists, from the climate of Cambridge, Harvard and Chi- 
We have no doubt that Dr. Mendershausen, well-trained theorist that 
eis, does his utmost to make his students acquainted, at the proper stage of 
is introductory course, with the basic concepts of economic theory, which, 
“we have tried to show, are indispensable to an intelligent discussion of four 
* the six topics in Mendershausen’s course. If he did not do so, the discus- 
‘on of these topics would, indeed, degenerate into a series of “overlapping 


nre 


unre]. ited inquiries in which economic principles play an unimportant réle” 
‘At east that kind of history which is more than the philological interpretation of diplo- 


auc documents. 
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or ‘“‘a branch of the forensic arts in which any opinion is as good as any other, 
and in which acceptance is dependent on oratory and authority” (pp. 377- 
78)—in short, into one of those forum debates in which conservatives and 
progressives, never changing their original convictions, repeat the stale 
arguments in party clichés. But since a systematic discussion of the basi 
theoretical concepts requires all the time available in a 30-weeks course. 
the average student can hardly get an adequate training in basic economi: 
theory, if much time is given to the discussion of the political-sociological- 
historical aspects of the four topics cited above and of the two other topics 
in which economic theory plays only a minor réle. 

There is nothing to prevent the instructor in an introductory course in 
economic principles from making the abstract discussion of a theoretical! 
system more vivid by relating the theoretical concepts to concrete problems 
of economic policy or economic development. But even so, abstract the 
oretical thinking is not everybody’s business, and there always will b: 
students who will shun a course on economic principles unless it is remodeled 
along the picturesque historical lines of Mendershausen’s “political econ- 
omy.” But what of it? Let them stay away! 

The desirable content of a modernized introductory course in economi: 
principles is quite clear. Negatively, it must refrain from describing th: 
present economy as what it is not—a self-regulating system. In other 
words, it must discuss the limitations of the stabilizing mechanisms, and 
the indeterminateness, from the viewpoint of a purely rational theory, t 
which the modern credit system and the widespread monopolistic tendencies 
subject the working of the market economy. Furthermore, the course should 
eliminate all material that is not indispensable for a broad understanding 0! 
economic reality, either because it is completely unrealistic (as is a larg 
part of the oligopoly discussion), or because it has not yet been made fruit 
ful (as in the case of the modern stability discussion), or because it has 
proved its usefulness only for special problems with which the beginner 
need not be bothered (for example, the indifference curve apparatus). Ii 
bulk of the neo-classical theory as developed around 1933 could nevertheless 
be retained; and it should be enlarged by an outline of the basic concepts 
utilized, thanks to Keynes, in the ‘“‘macro-economic”’ approach to the 
economic problems of our times. 
Hans NEISS5R* 
* The author is professor of economics in the Graduate Faculty of Political and Social Sc- 
ence, New School for Social Research. 


Conference on the Teaching of Economics 


Until recently economists have paid very little attention to the —— 
of the teachers of the subject in our colleges and universities. Loo oiten 
we have assumed that the specialized product of a good graduate sc] 
would automatically become a good college teacher, 1f his personality os 
not too repulsive. A few outstanding economists have gained a reputal 


as excellent teachers, but no one seems to know just why. Indeed, we 4a¥' 
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been far from clear as to the very purpose of college instruction in eco- 
mics. 
"4 significant step toward better college teaching was taken in 1944 when 
the American Economic Association established a Committee on the Under- 
sraduate Teaching of Economics and the Training of Economists under the 
hairmanship of Professor Horace Taylor.? This committee not only estab- 
shed ten subcommittees on the varied phases of the subject with a total 
i seventy-eight members and consultants but also sponsored a lively dis- 
-yssion of undergraduate teaching at the 58th annual meeting.’ 

[he most recent attempt to raise the level of teaching took the form of 
, Conference on the Teaching of Economics at The American University, 
\ugust 19-31, 1946. At this conference, fourteen distinguished professors 
of economics discussed objectives and effective methods of teaching for 
two weeks with eighteen instructors from all sections of the country and 
irom Canada. Special features of the meetings included a demonstration of 
visual methods of presentation, lectures on government sources of informa- 

, a book exhibit and several social affairs. The entire fifty-five hours of 

the discussion was recorded. The conference was organized by the Teaching 
Institute of Economics at The American University, which is operated 
under a grant from the Alfred P. Sloan Foundation. At the same time it 
represented an experiment by the subcommittee of the Association on “The 
[raining of Teachers of Economics.” 

Even for the group of leading college teachers, the conference had con- 
siderable value. Separated as they are, they would not ordinarily consult 

th each other on teaching problems for more than a few minutes a year 
luring the annual meeting. For the younger teachers, the experience was 
nique. Seldom does an economist have a chance to review the currents of 
economic thought as they affect teaching with a group of experienced 


No attempt was made to formulate the wide range of thoughts and sug- 
gestions expressed at the conference into any series of resolutions or findings. 
Major attention was given to the introductory course, not only because that 
course is crucial but also because, illogically, most colleges assign this most 
difficult job of teaching to their least experienced teachers. A good deal of 


attention was devoted to the sequence of undergraduate work, to the teach- 
ing of economic history and to the special needs of business, government 
and agriculture. At every point the questions of teaching technique were 
discussed in close relationship to the broad aims and philosophy of the 


social sciences and to the real needs of students. 


‘The college curriculum in economics has received some recent attention, for example, 
Horst Mendershausen, R. W. Harbeson, W. W. Hewitt, L. M. Hacher, R. Clemence, 
'. 5. Doody, and Karl Wm. Kapp. See Horst Mendershausen, “Concept and Teaching of 

nomics,’’ Am. Econ. Rev., Vol. XXXVI, No. 3 (June, 1946), pp. 376-84 and the references 
“ere cited. See also Karl Wm. Kapp, “Teaching of Economics: A New Approach,” Southern 

‘on. Jour., Vol. XII, No. 4 (April, 1946), p. 376. 

‘See Horace Taylor, “Report of the Committee on the Undergraduate Teaching of Eco- 
nomics and the Training of Economists,” Am. Econ. Rev., Vol. XXXVI, No. 2 (May, 1946), 


94 


‘American Economic Review, Vol. XXXVI, No. 2 (May, 1946), p. 845. 
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Two further steps in the immediate future were advocated by the mem- 
bers of this conference: first, the provision for more and better time at the 
annual meeting of the Association for the discussion of the problems of 
teaching ; and, second, the arrangement of further conferences on teaching by 
the colleges and universities. . 

The single session on teaching at the last annual meeting demonstrated 
the vitality of the interest of the membership in this aspect of economics. 
Before the next annual meeting there will be more reports of Professor 
Taylor’s subcommittees than can be discussed adequately at a single ses. 
sion. We seem to need a series of round tables on the teaching of economics 
where the younger teachers can participate in the discussions. 

However important it may be for stimulating advance thought in eco- 
nomics, the annual meeting of the Association cannot, by itself, perform the 
function of training college teachers. Clearly indicated by the recent con- 
ference at The American University is the need to allow younger economists 
to discuss their teaching problems with teachers who have demonstrated 
their skill. Some colleges are beginning to pay attention to the conver- 
sion of a graduate student into an instructor. They would benefit even 
more if they would coéperate in arranging intercollegiate sessions where a 


few of the best college teachers would discuss teaching problems with their 


junior teachers. The financing of all, or a large part, of the instructors’ 
expenses involved in attending such conferences would constitute a ver) 
small outlay in comparison with the benefit to the college in the effective 
teaching of economics. 

N. ARNOLD TOLLzs* 


* The author is director of the Teaching Institute of Economics at The American Uni- 
versity. 


Note on the Effect of Tax Reduction 


The December, 1945, number of this Review supplies the basis for an in- 
teresting synthesis. The analysis of Professor Boulding (p. 868) of effects ot 
progressive and regressive taxes provides a portion of the answer to the 
differences in opinion indicated by Professor Clark (p. 927) and Professor 
Hansen (p. 928) regarding a policy of continuous tax reductions to reach 
higher income levels as compared with a tax policy which would provide a 
sharp tax reduction at one particular moment of time. - 

A tax that was decreased by a series of reductions would, in addition to 
stimulating consumption and maintaining private investment, also provide 
the type of stimulus to community activity which is pointed out by Profes- 
sor Boulding as arising from the use of individual regressive taxes (p. 509). 
The possibility of obtaining a series of tax reductions by increased produc- 
tive activity contributes an additional stimulus which is over and above 
that provided by a single sharp tax reduction with constant public expencr 


tures. 
RicHARD W. LINDHOLM 


t Ohio 


* The author is lecturer in economics in the College of Commerce and Administration 
State University. 
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"5 Economic Theory; General Works 
. Beschouwingen Over De Theorie Der Monopolistische Concurrentie. By W. L. 
n Snijders. (Utrecht: Drukkerij Kemink & Zoon. 1945. Pp. 123.) 
i. Beperkte Concurrentie. By J. Tinbergen. (Leiden: Stenfert Kroese’s Uitge- 
“7 vers-mij. 1946. Pp. 152.) 
ts It is amazing to see to what extent the subjects of monopolistic and im- 
zi perfect competition have captivated the minds of economists ever since 
[- they were initiated by the writings of Professor Chamberlin and Mrs. 
n Kobinson. The bibliography added to the last edition of The Theory of 
a Mono polistic Competition carries not less than 457 items, an impressive num- 
ir ber even though some of the publications do not exclusively deal with 
s’ monopolistic competition. Two recent Dutch publications have enriched 
'y the literature. 
e Mr. Snijders’s doctoral dissertation Some Reflections on Monopolistic 
Competition Theory is a critical discussion of the theories of Chamberlin, 
Mrs. Robinson, Triffin, von Stackelberg and Moeller. He dismisses Mrs. 
. binson’ s theory as dealing too exclusively with the sales curve of the 
firm. 
[he author gives an extensive summary of the theory of Professor Cham- 
berlin. In line with the arguments of Triffin, Dr. Snijders attacks the basic 
. mcepts of Chamberlin, such as the group and the industry. More original 
f and important is his point that the introduction of phenomena like product 
e variation and sales promotion has rendered inadequate the method of treat- 
r ing economic problems as purely quantitative. This basic opinion, which in 
1 a sense can be considered the main theme of the dissertation, is applied 
7 equally to Chamberlin, Stackelberg and Triffin. Dr. Snijders’s point is that 


there is no quantitative link between the costs incurred in connection with 
product variation or sales promotion and the ensuing revenue. Only inci- 
entally, viz., via the tendency towards profit equalization through the 
mechanism of imputation, can a connection be found. It would then follow 
‘lat any system of equations expressing monopolistic competition, becomes 
nelevant and incomplete. On the other hand, Dr. Snijders agrees that the 
‘ctual significance of the qualitative factors may be limited. For example, 
for ‘goede the economic valuation of which is highly determined by their : 
‘echnical utility, the possibilities of product variation are much smaller. 
If exy Pensive long- lasting machinery i is needed for the production of a com- 


mod y, product variation is limited to those modifications which can be 7 
fected with the existing productive apparatus. Or consumers’ tastes might ee. 
be fixed in a certain direction. oa 
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Criticizing Triffin, the author says that his coefficient, indicating the de- 
gree of homogeneous or heterogeneous competition, is in itself correct, by: 
that his theory of external interdependence is not really a theory, but at 
the utmost the framework of a theory. The coefficients do not indicate what 
relationships follow from the maximum profit motive and they ignore the 
indeterminateness of the equilibrium. Therefore, according to Dr. Snijders, 
Triffin has not reached his main purpose: a synthesis between the theory of 
monopolistic competition and general equilibrium analysis. He even con 
siders this synthesis unnecessary, because general equilibrium theory js 
useful in the first place for the treatment of macro-economic problems. The 
problems of monopolistic competition, however, are mainly of a micro- 
economic nature and cannot be handled in equilibrium terms in as far as 
they are macro-economic. 

Von Stackelberg has shown, assuming that two competitors influence each 
other and that they seek a maximum profit, that equilibrium will not be 
reached, although formulas for price formation can be computed from 
certain assumptions concerning price- and volume-dependence, or inde- 
pendence, of each of the competitors. More price precision is reached 
through Stackelberg’s introduction of supplementary price-forming factors, 
such as the slowness relating to, say, market analysis and calculations and 
organizational influences (for instance, cartel agreements). Dr. Snijders 
remarks that in the first place there is no clear link between the supple- 
mentary factors and the maximum-profit principle with its ensuing inde- 
terminateness of prices. Then the maximum-profit principle is itself ques- 
tionable as to its applicability to our problem. The basic economic principle, 
involving the pursuit of the largest utility, is purely formal. However, for 
Dr. Snijders the application of the maximum-profit principle to the firm no 
longer refers to the form of economic acts, but to their contents because 
‘“‘maximum profit in money” is a precise quantitative concept. Now the 
lack of equilibrium, caused by Stackelberg’s purely quantitative postulate, 
has induced him to introduce elements other than the purely quantitative 
profit principle, viz., the supplementary factors mentioned. But that im- 
plies, Snijders says, that Stackelberg considers in one theoretical apparatus 
economic behavior at the same time as qualitatively homogeneous and 
qualitatively differentiated. If the mechanical and quantitative profit prin- 
ciple forms the contents of the entrepreneur’s economic acts, then there is 
no place left for qualitative differentiation. The way out of the dilemma 0! 
the insufficiency of a purely quantitative approach is found by Dr. Snijders 
in Schumpeter’s concept of “accomplishing new combinations” (‘‘Durchset- 
zen neuer Kombinationen”’) which can serve as the indispensable comp:e- 
ment to the maximum-profit principle. 

It seems to this reviewer that Dr. Snijders’s distinction between the 
profit principle as opposed to qualitative factors is somewhat overstresse¢. 
Slowness of market analysis, calculation habits, price stabilization tenden- 
cies and cartel agreements, all can be considered part of the profit princip'¢. 
Dr. Snijders has perhaps been led astray by Stackelberg’s artificial juxta- 
position of the profit principle and the “supplementary” factors. Even 1! tae 
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oft principle could be as narrowly conceived as Dr. Snijders does, then 

4) the fact that no monopolistic competition equilibrium can be reached, 

-need to be reached according to Dr. Snijders’s point of view) dismisses 
he capacity-to-attain-equilibrium as a criterion for the adequacy of the 

»it hypothesis. The profit principle is then brought back to what it tra- 

iti nally seems to have been: the not always successful pursuit of a maxi- 

m profit by the entrepreneur who is led by (quantitative) calculations 
ind (qualitative) considerations. 

\s to the lack of connection between the expenses for sales promotion, 
c., and the ensuing extra sales, in certain cases there may be a traditional 
lationship between the amount invested in, say, an advertising campaign 

the ensuing extra sales. 

Qn the whole Snijders’s book, which has an English summary, is well 

sanized and stimulating. 

[he title of Professor Tinbergen’s skillful book is translated Limited Com- 

‘ition. It gives an extensive discussion of monopoly, duopoly and oligop- 
y, both from a static and a dynamic point of view and of monopolistic 

npetition. The discussion is clear and comprehensive and substantiated 
by graphs, many of which are original. 

here are many interesting things in Professor Tinbergen’s book, for 
«ample the distinction between active and passive acts of competition. 
lhe active acts are those by persons who take the initiative in changing 
market conditions, the passive acts are by those who adapt themselves to 

e initiator. For duopoly and also for monopolistic competition Professor 
linbergen uses a curve which connects all those points which indicate the 

mbination of two prices for which the profit of a competitor is constant. 

s line is used by Tinbergen as an instrument to consider by which 
method stability is reached in a dynamic duopoly. 

\n interesting discussion is given by Professor Tinbergen of the problems 
‘horizontally and vertically integrated markets. 

Professor Tinbergen sees the limits of the mathematical discussion of the 
problems in question. Sometimes immediate advantages are insignificant 
1 comparison with long-run goals, for example in the case of forcing a 
ompetitor out of the market. In other cases extra-economic factors are of 
importance and a sociological point of view is necessary. Professor Tinbergen 
evotes a chapter to the degree of reality contained in the theory of monopo- 
‘tic competition. He gives a summary of several studies of substitutional 
easticity, several of which have been made by himself. 

Concerning monopolistic competition Professor Tinbergen follows the 
division of Stackelberg, viz., in relations of the first order (the same sub- 
ects appear on both markets) and relations of the second order between 
markets A and B (there is a market C which has a relation of the first 
oder to markets A and B). As an example he is treating the relations be- 
‘ween two supply monopolies versus joint demand, say coffee and sugar. A 
price increase of one commodity then leads to a decreased demand for both. 

However, it is obvious that in this case one can no longer speak of 
nonopolistic competition or even of competition. The interests of the coffee 
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monopolist and of the sugar monopolist are indeed harmonious. Now it may 
be true in theory that if the price of coffee goes up, the sugar producer might 
try to influence the market of coffee, i.e., to increase the sales of coffee 
However, he then really becomes himself a coffee entrepreneur. This is quite 
different from the problems of product variation and sales promotion dealt 
with by the theory of monopolistic competition. Both for duopoly in one 
market and the above duopoly versus joint demand, Professor Tinbergen 
uses the formula: (x, and 2 are the quantities sold, p, and p» the prices 

mi=filpi, 

%2=fo(pi, po) 

Thus it seems clear that this formula is not representative of monopolisti 
competition. It is interesting to notice how, under the impact of theoretical 
tools, the concept competition tends to be diverted from its original mean. 
ing. A similar development has occurred in the calculation systems devel- 
oped by Lange and Dickinson for a collectivist economy to which Hayek has 
applied the term pseudo-competition. 

JoHAN KavurMay 

Washington, D.C. 


Economic Analysis and Problems. By JoHN F. Cronin. (New York: 
American Book Co. 1945. Pp. xv, 623. $3.75.) 


The stated purposes of J. F. Cronin in the writing of Economic Analysis 
and Problems are such as might preface most balanced textbooks in intro 
ductory economics at the present time. He aims to “give the student a 
comprehensive introduction to modern economic life.”’ As corollaries of this 
main purpose he has sought an integration of theory with descriptive ma- 
terial, and an integration of the various parts of economic theory itself. 
Such a program is an ambitious one. But J. F. Cronin’s book differs from 
other texts inits unstated but primary underlying purpose—demonstration 
of the nature of Catholic social thought, its nobility, continuity since medie- 
val times, judiciousness and practical value for modern life. Thus Dr. Cronin 
approaches his task with two disciplines as background. He skillfully weaves 
together his discussion of economic theory and institutions with an inter- 
pretation of Catholic thought concerning social structure, social values, 
and programs of social reform. Aside from the first chapter on “The Rise 
of Modern Economic Life” and the last two chapters on ‘Social Catholi- 
cism”’ and the ‘“‘History of Social Catholic Thought,” the underlying philo- 
sophic theme is not obviously derived from Catholic thought. In fact, most 
of the book might have been written by any eclectic middle-of-the-roader. 
Nevertheless, it is through the normative structure, judiciously applied, 
that the real integration of the work is accomplished. 

Regardless of whether the Catholic teaching is regarded as an advantage 
or a disadvantage, and in spite of some theoretical defects to be noted 
later, especially in the presentation of value theory, Economic Analysis 
and Problems is without doubt one of the most able books in introductory 
economics. Certain characteristics of the writer explain both its assets an¢ 
some of its defects. Dr. Cronin writes well, with an enthusiasm for his sub- 
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ect that can hardly fail to be recognized by any intelligent student. The 
yook is rich in illustrations and allusions to both descriptive and theoretical 
materials, but many of these allusions assume a background on the part of 
che students that is rarely if ever to be found among the members of an 
introductory class. 

An objective treatment of differing points of view among economists is 
attempted, with a resulting eclecticism that is sometimes confusing at an 
elementary level and must of necessity be superficial. The work bears evi- 
dence of wide reading of descriptive economic materials and a fair compre- 
hension of the various aspects of modern economic theory. Defects in the 
theoretical analysis are not the necessary consequence of the underlying 
Catholic philosophy, but rather of the eclecticism and lack of rigor in Dr. 
Cronin’s thought on some phases of economics itself. 

On the surface a remarkable degree of integration of the various aspects 
of economics, descriptive and theoretical, seems to have been accomplished. 
Iris hardly a criticism of the book that beneath this surface the integration 
is far from successful. No other textbook writer has fully accomplished this 
od. Criticism on this score is justified only in that a student of this book 
might too easily escape into fuzzy thinking in which integration of thought 
was through normative values rather than through clear-cut analytical 
thought. So much is presented to the student within the pages of a single 

apter that he must be exceptionally keen indeed if he is not to succumb 

ther to complete confusion or simplification through value judgments that 
fail to recognize the full impact of the reasoning on which they are based. 

Certain chapters are worthy of special note for good writing and effective 
presentation of materials rarely treated with equal skill elsewhere. Thus, 
Vr. Cronin’s “Story of American Economic Life,’’ Chapter II, provides a 
perspective on social-economic history that enables the student to under- 
stand modern economic-political developments far better than anything 


ike many others, from an excess of allusions that would be meaningless to 
most introductory students. Chapter V, on ““How Business Is Organized,” 
includes an excellent discussion of some of the social implications of the 
orporation as corporate controls operate in practice and in view of the 
concentration of assets in large corporations. Chapter XI, on ‘‘Competition 
and Monopoly in American Industry,” should be useful in almost any intro- 
ductory course; it is based primarily on Clair Wilcox’s TNEC monograph 
on Price Behavior and Business Policy. Chapter XVI, on ‘‘Public Utilities 
and Government Control of Monopoly,” is weak in economic analysis but 
ievertheless exceptionally well done in its realistic treatment of some prob- 


The first six chapters of Economic Analysis and Problems are intended by 
Dr. Cronin as a presentation of what he terms the “structure of the eco- 
tomic system.” In this they fail. The discussion is not in fact of the struc- 
ture of a system. Rather, it presents selected materials concerning the so- 
“a-economic position of major economic groups and some definitions of 
‘conomic terms, these definitions encased in descriptive discussion intended 
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to give them more vital meaning. The result is confused. Too many ideas 
are introduced at once. Some theoretical defects crop out, as when diminish. 
ing returns is mistakenly represented as a hazard. Chapter IV is particu. 
larly bad; it is really another set of definitions, supplementing those intro- 
duced at the end of Chapter III. Despite claims that the discussion is not 
normative, in fact the writer is less dispassionate than he thinks. He is 
decidedly pro-farmer and anti-businessman. An illusion of objectivity js 
maintained in the citing of conflicting points of view. However, an open- 
minded attitude toward public policy is maintained despite bias in deter- 
mining the locus of economic sin. The pro-farm slant turns up later in the 
book in an uncritical praising of agricultural policy in the United States in 
the thirties. 

The weakest part of the book is that on value theory. This reviewer has 
no quarrel with those who would present a much simplified and curtailed 
discussion of that topic. Unfortunately, Dr. Cronin falls between two legiti- 
mate alternatives. He presents neither a rigorous analysis nor a much sim- 
plified one adapted to the particular uses to which he will put it in elemen- 
tary policy and descriptive discussions. The problem of resource allocation 
is nowhere clearly defined, despite discussions of alternative opportunity 
in the making of economic decisions. Marginal analysis is introduced, but 
it is misused. Firm and industry are not clearly distinguished at many 
points, for example in the discussion of quasi-rent on p. 166. Confusion is 
introduced by defining an “‘increasing cost industry” as one with overhead 
costs low and variable costs high (p. 157), then introducing another defini- 
tion later. Distinctions of long- and short-run are introduced and then 
glossed over in the first and most important (pedagogically) analysis of 
the relation between adjustments in the firm and market supply schedules. 
Many of these difficulties are traceable to the faulty use of marginal analy 
sis, which is best shown by a representative quotation (p. 188): ‘Marginal 
cost is very important for price determination, since price normally equals 
marginal cost at the point where it equals the lowest average total cost. 
At that point a firm receives its highest net revenue, since any variation in 
either direction will raise total cost more than total revenue. Furthermore, 
the concept of the margin now aids us in determining the best proportion o! 
productive agents. We find that each agent adds to costs and to production. 
When the marginal productivity curve of a given series of agents intersect ts 
average productivity, we find the point of most efficient use.” It is sma 
wonder in view of this confused thinking that the supply schedule of a 
firm is reduced by Dr. Cronin to a point. Although the discussion of 
monopolistic price determination in Chapter X hinges on the intersection 
of marginal costs with marginal revenues, the initial error in the chapter on 
competition nullifies this fact. Proof of high price and output restriction 
policies of monopolists is made to rest theoretically on the fallacious argu 
ment that marginal costs and marginal revenues must necessarily intersect 
at a price shows and an output short of the lowest average cost point. 

Discussion of the problems of full employment, business cycles, and the 
monetary system follows (after an interlude of descriptive and policy chap- 
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ers) that of exchange. In the earlier part of the book the writer builds a 
bridge to this section by skillful introduction of the employment problem 
.: numerous points. His discussion here is much better than that on price 
and output determination in Part Two. Part Three is opened with Chapter 
XVII on the ‘Problem of Full Employment,” which gives a good state- 
ment of some of the critical issues but is nevertheless analytically unclear 
and too eclectic. The core of the chapter is Professor Hansen’s maturity the- 
sis, with a consideration of the pro’s and con’s related to that thesis. There is 
no presentation of the basic topic of income flow through the economy at 
this point, although it is introduced belatedly in Chapter XIX on Business 
Cycles. In the business cycle chapter, Dr. Cronin again attempts to do too 
many things at once, a common defect in writing on this subject. He creates 
-onfusion for students by writing as if new gold and expanded bank credit 
were in some way distinct as income sources from payments of firms to 
ment. Thus inflationary financing is so presented as to confuse the analysis 
of income flow through the economy. There is no doubt that Dr. Cronin 
himself understands the processes he discusses, but his pedagogy is at this 
point poor. 

Part Four, “Problems and Philosophies of Distribution,” is devoted 
primarily to the programs and philosophies of social reform and among 
these primarily to programs of religious bodies. It includes three other chap- 
ters, however. The first is on ““Government Expenditures and Taxation,” 
the second on “The Problem of Functional Distribution” and the third on 
“The Problems of Labor.” There is no descriptive material on the statistics 
of personal income distribution. Discussions of functional income distribu- 
tion are frequently a weak spot in economics texts. Dr. Cronin is no excep- 
tion to this generalization. Here the use of traditional ‘“‘factors of produc- 
tion” is attempted but without the level of abstraction necessary to handle 
such an approach correctly. He falls into old and long-standing errors espe- 
ally in his treatment of returns to “land” and to “labor.” “‘Interest”’ is 
treated superficially but more successfully. 

Economic Analysis and Problems begins and ends on the main theme that 
is skillfully but unostentatiously and judiciously imbedded in the body of 
the book, i.e., Catholic social philosophy in its evolution and applications 
to the current American scene. Chapter I had set the stage for his entire 
work. In that chapter the Middle Ages were glorified as an era in which ethi- 
cal controls dominated social life. There was no recognition of the distinc- 
tions between ethical controls and controls by the church as an institution, 
or between ethical controls and mores. There was no discussion of the rela- 
tion between laws and mores, or of the institutional center of law-making in 
church, versus state. Such discussions were called for if the treatment of the 
“Rise of Modern Economic Life” of Chapter I was to match in judicious- 
ness the treatment of conflicting views of economists concerning economic 
policies of many kinds. Again in Chapters XXV and XXVI a judicious 
balance is lacking and propaganda seems to be the order of the day. 

The student who had pursued with understanding the main body of Dr. 
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Cronin’s economic analysis and discussions of public policy would discover 
on reading these concluding chapters that the Catholic church had been in 
the forefront of those major social reforms that are supported by the eco- 
nomic discussion. Perhaps so, but men equally informed concerning socia| 
and church history have disagreed with Dr. Cronin. In an objective text 
it would seem that their arguments deserved attention. For example, has 
the Catholic church in fact been an initiator of reforms designed to curb 
abuses of big business? Was it historically in the forefront in support of labor 
unions or of minimum wage legislation? Isn’t the logic by which attitudes 
of Thomas Aquinas concerning interest rates are proven to be not inconsist- 
ent with defence of interest in modern times a somewhat contorted logic? 
Is the consistency of Catholic social philosophy argued by Dr. Cronin quite 
what he makes it appear? He argues in essence that certain basic principles 
maintained with continuity through the centuries lead to the middle-of- 
the-road social program of today as adapted to the external conditions in- 
herent in a complex technological economy; but where is cause and where 
effect? Is it not possible that those Catholic priests who support a com- 
munistic reform program might argue equally effectively for their consist- 
ency with historical church position? And incidentally, what is the explana- 
tion of the fact that those countries in which social policy most nearly 
approximates the program outlined by Dr. Cronin are the preponderantly 
protestant countries? These and many other related questions are certainly 
deserving of debate if the student is to be introduced to the question of the 
role of the Catholic church in social-economic life and social reform. 

MAry JEAN BowMANn 


Lexington, Ky. 


Mkonomisk Teori og Metode. By F. ZEUTHEN. (Copenhagen: Nyt Nordisk 
Forlag. 1942. Pp. 336.) 


In his latest book Professor Zeuthen of the University of Copenhagen 
has made an interesting attempt to survey contemporary economic theory. 
Both in origin and purpose the book is primarily intended for graduate 
teaching. It assumes some knowledge of the elements of economics and its 
chief purpose is to serve as an introduction and guide to a more thorough- 
going analysis of the problems facing our science today. 

Instead of making a complete and systematic survey, Mr. Zeuthen has 
chosen to treat certain methods and tools. The pedagogic purpose is 4 
double one: to make the reader familiar with some of the recent develop- 
ments of economic theory and also to facilitate its application to concrete 
problems. Zeuthen’s own attitude towards this multiplicity of theories and 
methods he surveys is well expressed in the introduction: ‘The number of 
different viewpoints dealt with in this book should not be taken as an expres- 
sion of inconsequential eclecticism or ‘craze of collecting.’ The basic ideas 
which form the connecting link in reality are rather that the diversity in 
reality requires the application of different theoretical tools. Furthermore, 
the many partial economic relationships are mutually interdependent and 
the best way to integrate the various elements of this theory is to extend 
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the Walrasian static system to include dynamic relations and also the 
fects of various market forms.” 


ere 
CUCL’ 


The book is organized in accordance with the point of view just quoted: 
Part I deals with general static equilibrium analysis along lines familiar 
‘om the Lausanne school or Cassel. The presentation is clear and this part 
serves as an excellent introduction to the study of the interrelations of 
markets. The algebraic technique used in simple and numerical examples 
‘Jlystrate the working of the system. Furthermore, the system of simul- 
taneous equations is gradually extended to include a set of assumptions 
more realistic than those used by Walras. In this connection Zeuthen sur- 
yeys the fundamentals of static demand and cost analysis. 

Part II deals with the foundation of dynamic economics. In the reviewer’s 
opinion it is the least satisfactory portion of the book. The author has in- 
tentionally omitted any treatment of problems he considers belonging to 
the field of ‘monetary and business cycle theory.” The result is, however, 
that most of the important discussion in connection with Keynes’s work 

s been left out. In addition, Zeuthen maintains a critical attitude towards 
aggregate economics. Certain elements of a dynamic theory are given 

eleration, lags, uncertainty, etc.) but the final system of equations 
barely touches the fringe of dynamics. Finally, a more detailed survey of the 

ent discussion of stability conditions would have helped to orient the 
reader in this important field. 

Part III deals with a selected group of problems in the field of price pol- 

y, private as well as public. Professor Zeuthen is himself one of the pio- 
neers in that branch of economics. His presentation of current theories is 
ear and the approach highly stimulating. This part incorporates among 
ther things the results of the rather intensive work on this front that in 
recent years has been undertaken by Scandinavian economists, partly in 
intimate cojperation with engineers and other technicians. (Much of the 
vork is published in Nordisk Tidsskrift for Teknisk Okonomi—Nordic 
Journal of Technical Economics). 

As a fairly advanced economics textbook, giving the reader a general 
orientation in what is going on at the present time in our economic work- 
shop, the book serves an important function. To the best of the reviewer’s 
knowledge no similar book exists in the Anglo-Saxon literature. Without 
major changes an American-English edition would be highly useful for ad- 
vanced students and economists who want a general review of the present 
status of their science. 

SVEND LAURSEN 

Williams College 


Theorie des Mittelstandes. By Fritz Marsacnu. (Bern: Francke. 1942. Pp. 
425. S. fr. 12.50.) 


The problem of this book is, on the one hand, more European than 
\merican, inasmuch as the inheritance of a long and colorful tradition has 
‘oven powerful ideological fibers into the fabric of European middle-class 


life. On the other hand, the approach to the problem is more difficult to 
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European thinking than it would be in this country. Here the concept of 
class is generally used in a much wider sense than in most of the European 
literature, where, following Marx, it is taken to mean that social stratifica- 
tion which arises from the spontaneous economic development of a libera] 
society; it thus is in opposition to the concept of Stand (status group). 
The question of whether there is not necessarily an element of status in 
every class structure is implicitly denied by the European terminology, 
which thus led to catastrophic results in the misjudgment of the future 
prospects of the middle class. It was assumed that the problem of the 
middle class would be simply solved by elimination if the middle class. 
as it eventually must, bowed to an economic development which left no 
room for its continued existence. That the rise of fascism had much to do 
with this misjudgment is a commonplace today. 

Seen against this background, the special value for Europe of Professor 
Marbach’s strictly sociological point of view is clear. At the same time, this 
background seems to make the book less interesting for America, where its 
methodological point of view is much less novel. And the introductory dis- 
cussion, good in itself, of the relationship between class, in the narrower 
sense of the group determined by an exclusively economic development, and 
status group is not strictly needed. This does not at all preclude, however, 
that the author’s skillful merger of economic and sociological analyses is 
worth while in itself and alsosheds light, by implication, on the sociological! 
difference between America and Europe. The book, in other words, con- 
tains instructive material and thinking. 

Not everything in the author’s argument is tenable, and much of it is 
presented in a manner more cumbersome than would be necessary if he had 
a clearer understanding of modern economic theory. He criticizes modern 
theory on social grounds because he does not see that it is concerned with 
the allocation of scarce things useful in production without thereby pre- 
judging the question of the desirable distribution of incomes: a redistribu- 
tion of functions or ownership titles could always change the income struc- 
ture. He is thus led to the Marxian theory of value. He is at great pains to 
prove that there is, contrary to a widespread prejudice in both middle-class 
and Marxian circles, a well-marked dividing line between Mittelstand and 
capital, while the middle classes, for all their heterogeneity, are definitely 
united among themselves by one fundamental common interest, which even 
joins them to the proletarians, whatever else the differences, which the 
author is far from belittling. The dividing line against capital the author 
finds—and quotes the third volume of the Kapital in support—is the dy- 
namic nature of capital, which requires accumulation of funds and expan- 
sion of business, whereas the “work property” of middle-class producers is 
meant only to permit them the independent incorporation of their labor and 
the preservation of the living standard flowing from that labor. It is the ex- 
pansion of capital, necessitated by competition for technical progress and 
degressive costs, which constantly threatens the existence of middle-class 
producers, and to stave off which must be their primary interest. And since 
that expansion feeds on the accumulation of surplus value withheld from 
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the workers, the middle-class producers are interested in the workers’ 
receiving as nearly as possible the full value of their contribution to the 
product. Now this could be inferred also from any other value theory (and 
east of all needs a circumlocutory derivation from the special Marxian 
theory of the production of “‘relative’”’ surplus value): the expansion of 
ital requires the accumulation of profits, and these, in a system where 
he gs do not own the productive properties, necessarily accrue in 
‘he hands of private owners; the higher the wage, the smaller the profit 
and the less expansion. 

On the other hand, the author overlooks that, as soon as the farmer or 
-raftsman employs a hired man, the alleged solidarity of interests between 
the two falls to the ground: even if the farmer has no profit, he can employ 
the other man only at the wage depressed by the exclusion of the workers from 
the means of production and is to this extent a beneficiary of capitalism. 
nly the purely self-employed producers, family farmers and their equiva- 
ents in trade and craft, are free of that capital interest. The author here 
sems to ignore that the suppression of the labor interest by the fascist 
regimes did appeal to large middle-class numbers. 

The center of the book is the argument that the same development of 
apitalism which spells ruin to many middle-class producers is sure to 
‘eate new opportunities for others: In regard to repair work, etc., this is 
well known; the author, however, shows that repair work is only one ex- 
ample of the far more comprehensive category of work for individualized 
needs and tastes and that the growing scale of mass production, which at- 
tends the growth of fixed capital, increasingly leaves room for more indi- 
vidualized production. He also points out that producers in the proper sense 
of the word are better off in this regard than storekeepers, who offer for 
sale the very same things as the big capitalist store, although there too the 
tering to individual tastes may present a way out. The entire argument 
clearly proves the durability of the middle class, and as clearly distinguishes 
durability from social and economic stability. Indeed, while the total vol- 
ume of middle-class activities and the total number of people in charge re- 
main more or less unchanged, the composition changes rapidly, the turnover 
is large. This explains the popular impression that the middle classes are 
being eliminated: many are on the way out at every particular moment. 
As middle-class activities supplement the ever-changing production of large 
capitalist industry, they are subject to the movements of industry. 

But new opportunities there are indeed. What strikes the American 
reader i is, of course, the sociological element in the economic argument. 
The emphasis on individualized tastes and needs is hard to realize in a coun- 
try that, for all its professed individualism, is the most highly standardized 
and ty this sense socialized country in the world and has been able, on this 
basis, to develop its mass production; just as, the other way round, it is 
be pretation for, and the propaganda of, mass production industries 
uch intensifies that tendency to uniformity and thereby the simplifica- 


tion and polarization of the class structure, inasmuch as it is determined by 
In dustry 2 
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Peasants are independent middle-class producers too; they are, in a sense. 
the very paradigm of that category, particularly if they have little or no 
hired help. The author underlines the basic concept of work property, 1 
which defines them. But one can go farther than he does in showi ing the posi- 
tive forces which make for the survival and revival of independent peasant 
farming on a modernized basis, technologically through small machines of 
a labor-saving character, whose introduction is like the hiring of workers 
without a labor problem; and organizationally through coéperatives, which 
make financial, technical, and marketing advantages of large-scale produc- 
tion available to the small units, without gradually superseding the smal! 
units, as in the case of the retailers’ codperatives discussed by the author. 
On the other hand, the entire argument, and the facts described therein. 
are typically European, as can be seen when the author makes it one con- 
dition of ‘“‘work property” that there be no speculation in land and no profit 
therefrom, the worker being rooted in the property. 

Speaking of white-collar workers, the author pertinently remarks that 
the distinction between old and new middle classes as coinciding with that 
between independent and dependent middle classes is wrong and that the 
two distinctions really cross each other. There have always been salaried 
bookkeepers and clerks, but in far more individualized functions and greater 
proximity to the boss than is possible in modern mass establishments. He 
is emphatic on the sociological significance of the ideological factor, as 
distinguished from the material-economic factor, which prevents man) 
poorly salaried employees from becoming proletarians, and rightly finds in 
this tension much of the ferment of modern society down to its most om- 
inous aspects. 

At this point especially, as throughout the book, one regrets the complete 
absence of any reference to the American—as indeed to the non-German- 
language—literature. Professor Marbach’s abortive attempt to demonstrat 
a unified middle-class interest in limiting capital profit does not fare well i 
compared with Alfred Bingham’s brilliant demonstration of a unified 
middle-class interest in a greater degree of security than the proletarian 
workers have, either through work property or through the ownership oi a 
home or through savings or, at least, through longer employment contracts, 
monthly rather than weekly.? Marbach would have benefited by Bingham $ 
book the more as the objectives of both are closely akin. Both also arrive 
at the conclusion that stability of employment is the democratic interest 
which unites middle classes and proletarians in a democratic front. 

Marbach’s discussion of small savings makes a very good point: how 


1 The author gives this reviewer much credit for developing the idea of the independe t 
peasant but strangely, in referring to that precedent, misquotes both the source and | 
wording of the reference. This reviewer did not say that the work of rs tog peasal nis" 

“a special case of a socialist organization”—which does not make sense—-but that it 's 
parallel case,” inasmuch as work and property, separated in capitalism, are here unite 
individual basis, just as socialism wants to reunite them on a collective basis where 
is collective. 

? Alfred M. Bingham, Insurgent America—Revolt of the Middle Classes (New York Harper, 
1935). 
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foolish is the demand for the abolition of interest, for which not only so- 
-ialists but even some middle-class propagandists, including some Keyni- 
sans, clamor. If interest is an unearned income deducted from the income 
»{ labor, it certainly is, on the other hand, deserved in the sense that savings 
make possible, through a reduction of personal consumption, a frictionless 
expansion of productive equipment. And it clearly is no class income, but 
the product of a redistribution of income within the working classes, be- 
tween their age groups; there is no possible social objection to it. Hence the 
Marxian attack on it infuriated those who heard their savings from their 
labor incomes denounced. So far, so good. But the author here again does 
not go far enough. He distinguishes the working middle class from the 
ipitalists according as there is, or is not, compensation within the same 

ss for the reduction of the labor income by interest. But he overlooks 
that the real capital income, that of the upper class, is not only socially 
but even as an economic category totally different from interest on savings. 
Middle-class savers do not get, as an average, more than the prevailing 
rate of interest even from their ownership of industrial stocks, buying them 
as they do at prices which capitalize the expected returns at that rate; 
ile the upper class, in so far as they are the sellers, pocket the difference 
between the nominal value, which was the amount paid in by them, and 
that market price. It is not at all clear that much of this upper class income 
annot be justified in terms of Schumpeter’s theory of profit; but it is 
ear that this profit is the insider’s gain, a capital gain, and altogether dif- 
ferent from the dividend of a small investor, which is only the interest on 
the money he saved and invested in the paper. 

EDUARD HEIMANN 
Vew School for Social Research 


Economic Systems; Post-War Planning 


The 21st Century Looks Back. By Emanvuet R. Posnack. (New York: 
William-Frederick Press. 1946. Pp. v, 241. $2.75.) 


Economists frequently encounter laymen who purport to have discovered 
the formula which will end the economic ills of the world, and which will 
improve materially the well-being of mankind. It is not so often, however, 
‘aat one of these persons writes a book on the subject. Emanuel R. Posnack, 
4 patent attorney by profession, believes that he has found the solution to 
our economic problems, and sets forth his ideas in a rather unusual book, 
The 21st Century Looks Back. 

Mr. Posnack was apparently impelled to write this book by the fear that 
radical doctrines have become widespread among American youth, and 

is main purpose is to demonstrate that the solution which he offers within 
‘he framework of democratic capitalism is more attractive than the solution 
ollered by radicals. Mr. Posnack’s approach to his subject and his use of the 
past and present tenses are both designed to create the illusion that he is 
"ting in the 21st century, and that the affairs of the 20th century are 
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history. It is not difficult, however, to see that the organizations and eco- 
nomic policies of the 21st century which he describes are in reality the or- 
ganizations and policies he proposes for the solution of the 20th century’s 
ills. 

Posnack, like many economists, contends that the problems of contempo- 
rary society——depressions, unemployment, low living standards, etc.—are 
the result of frictions, or ‘‘barriers’’ as he prefers to call them, which prevent 
the smooth operation of a free competitive economy. The methods he pro- 
poses for removing these barriers might be classified as “‘liberal,” in the 
sense that they are designed to improve the well-being of the underprivi- 
leged without altering our fundamental economic institutions, and without 
limiting democratic processes. 

He suggests the creation of a number of “global”’ organizations, including 
a Global Statistical Service, a Global Transportation Authority, a Globa! 
Patent and Copyright Authority, and a Global Technological Develop- 
ment Authority. The Global Statistical Service, with the help of widespread 
field offices, would be able to provide prospective business men at short 
notice with information on market prospects, supply of labor and raw ma- 
terials, and other related matters, for any area on the earth. This service 
would remove the barriers to the establishment of new business enterprises, 
by indicating the probability of success of any contemplated business under- 
taking. It would be financed jointly by the World Bank and the participating 
governments. All nations, Posnack contends, would be happy to participate, 
since the financial cost involved would be relatively small and the advan- 
tages would be obvious. 

The Global Transportation Authority would help redistribute population 
in such a way as to raise the standard of living of all people. This purpose 
would be achieved by granting loans covering the traveling expenses of 
persons from relatively overpopulated areas to areas which could provide 
them with desirable employment or business opportunities. As a condition 
for the success of this Authority, the author points out that restrictive im- 
migration laws and other artificial barriers to the free movement of people 
between countries must be removed. 

Mr. Posnack suggests a number of reforms in the existing system of 
patent and copyright laws, which would be carried through by the Global 
Patent and Copyright Authority. These suggestions are intended primarily 
to reduce confusion and litigation in these fields, and to simplify research 
for prior patents. The Global Technological Development Authority, a huge 
technical research organization with numerous branch offices, would help 
improve the technical efficiency of small enterprise and expand the use 0! 
scientific techniques in industrial and agricultural pursuits throughout the 
world. The fruits of its research would be available at a nominal price ‘ 
all who wished to take advantage of them. The author also discusses briefly 
several of the existing international bodies, but suggests no basic change in 
their present responsibilities. 

The economic policies recommended by Mr. Posnack are not pees y 
novel, but are designed to complement the activities of the “global” 
ganizations in removing barriers to free competition and in raising iv 
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standards. Accordingly, he proposes that the anti-trust laws be made more 
-omprehensive and that they be enforced more rigidly. He also suggests 
-hat special privileges resulting from the granting of patent rights be scruti- 
aized with great care to assure that these privileges are not abused. To as- 
sure the productive use of land, he proposes that all improvements made on 
land be tax free, but that unutilized land be taxed. He does not make it 
-lear whether the land on which improvements were made should be taxed. 
ests further that taxes on income, gifts, and estates be progressive, 

ut not so high as to discourage enterprise. These economic policies, Pos- 
nack states, would remove restraints on production and would provide an 
incentive to business enterprise. 

The book also includes a lengthy critical evaluation of Marxian econom- 
ics, which need not be described here. Suffice it to say that Posnack’s evalu- 
ation offers very little that is new, and is not nearly as competent as the 
analyses made by a number of professional economists. 

Posnack’s discussion of distribution theory is rather confused. His dis- 
ussion of rent reveals the influence of Ricardo. His discussion of interest, on 
the other hand, suggests the Austrian school. While he is aware of the basic 
theories of distribution, he apparently has not mastered many of their re- 
fnements, nor is he consistent in his treatment of basic concepts. For 
example, in some places he treats capital as a physical concept, and in others 
as a monetary concept. 

Other subjects discussed by Posnack, but not emphasized to the same 
extent as those mentioned above, include the benefits of a world govern- 
ment, improvements in the administration of national governments, im- 
provements in health and educational facilities, and methods of raising cul- 
tural levels. 

The reviewer was impressed by the ambitious character of this book. Mr. 
Posnack, however, bases his work on an oversimplified conception of the 
nature of contemporary society. Because of this misconception, many of the 
solutions he proposes are impractical, if not far-fetched. He is certainly 
much too sanguine about the results which might be achieved by a Global 
Statistical Service, and the other international organizations he describes. 
\ more satisfactory book of the same scope must await the labors of a more 
profound and more learned man than Mr. Posnack. 


He sugg 
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Leo FISHMAN 
Washington, D.C. 


Statistical Methods; Econometrics; Economic Mathematics; 
Accounting 


Rudimentary Mathematics for Economists and Statisticians. By W. L. CruM 
and J. A. ScoumpeTerR. (New York: McGraw-Hill. 1946. Pp. ix, 
183. $2.50.) 

Revised and extended Rudimentary Mathematics for Economists and Stat- 
sticians, which was originally published as a supplement to the Quarterly 
Journal of Economics in March, 1938, is now made available in this new 
volume. It is an excellent presentation of some of the salient mathematical 
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ideas and techniques useful to economists or students of economics whose 
formal training in mathematics did not include introductory courses in the 
differential and integral calculus. 

Illustrations taken largely from economics are used to present the mathe- 
matics. The total cost of production of an individual producer turning out 
a single and uniform commodity is used in Chapters I and II to illustrate 
certain basic ideas of mathematical functions. The analysis is largely 
graphical, but with an excellent presentation of the relationships between 
the graphs and their equations. Different conditions are laid down for the 
relationship between total cost and quantity produced, the geometric and 
algebraic representations of these conditions are analyzed and related to 
the derived quantities of average cost and marginal cost. 

Probably the most important notion for economists—perhaps for any- 
one—is the mathematical concept of “‘limits.””’ The economist’s use of 
marginal analysis has little rigor or elegance without some understanding of 
the limit idea in mathematics and of the elementary uses of the idea in the 
differential and integral calculus. Chapters III, IV and V deal respectively 
with Limits, Rates and Derivatives, and Maxima and Minima, and should 
be mastered by every student of economics who has not had the benefit of 
training in the calculus. 

In Chapter III the illustration of marginal cost of the earlier chapters is 
refined by using the “limit”? concept, and mathematical descriptions of 
demand curves and certain historic ideas of total and marginal utility are 
presented. The marginal revenue curve is also described mathematically 
and its relationships to the demand curve and total revenue curve de- 
veloped. 

In Chapter IV the elementary methods of the differential calculus are 
very clearly presented. The derivative concept is explained, the principal! 
rules for differentiating functions of a single independent variable are 
stated and partially illustrated. Also included are explanations of the nota- 
tions and meaning of successive differentiation of functions of a single inde- 
pendent variable and of partial and total differentiation of functions of two 
or more independent variables. The authors have extended this chapter b) 
adding two new sections. The first, The Expansion of a Function of One 
Variable, pp. 99-102, introduces ‘“Taylor’s series.” The second, pp. = 
109, covers the mathematical properties of The Homogeneous Production 
Function. 

Chapter V, on Maxima and Minima, which is considerably revised, also 
includes an entirely new section, pp. 129-133, dealing with The Lagrange 
Multiplier. In general this chapter presents the methods used to ora 
maximum and minimum points for simple function and for knowing w! 
they are maximum and when minimum points. One illustration prese 
the problem of minimizing the sum of the squared differences about the 
regression line for simple linear correlation. 

The last two chapters, the former much enlarged and the latter entirely 
new, deal with Differential Equations and Determinants. These chapters 
are much more difficult than the earlier ones, but if mastered as to meaning 
even if not as to technique, they should help the non-mathematica! stu- 
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ient to read and understand many current writings in mathematical eco- 


" The volume under review, along with Mathematical Analysis for Econo- 
mists by R. G. D. Allen, does much to fill a pressing need of economists for 
help in understanding mathematical ideas useful to them. To be really 
beneficial, however, these aids must actually be used in the teaching of 
economics. 

While the advantages of the more systematic acquisition of mathematical 
‘raining are weighty, the road to such training is long and cannot be fol- 
wed by the great majority of students of economics and statistics. Much 
in be done, however, to teach the essential mathematics useful to econo- 

lhe advocacy of a condensed and simplified presentation of mathematical 
ideas useful to economists as part of the general economic curriculum must 
not, however, be thought of as a substitute for more fundamental training 
inmathematics for economists. If mathematics is to help economists cut new 

ths as well as to more meticulously cultivate old ones, basic training in, 
and mastery of, the mathematical method and tools of analysis will be 
required by many economists. Economists recruited from mathematics 
uve already contributed a great deal to economics and should continue 
to do so. It should also be possible to stimulate economists to become mas- 
ters of mathematics after they have chosen to become economists. 

lhe presentation within the economic curriculum of “rudiments of 
mathematics” in terms of illustrations known and recognized by econo- 
mists should quicken the desire for more mathematics by many who 
‘ould otherwise not have recognized its usefulness. At the same time if 
rudimentary mathematics” is part of the training for economists gen- 


lwo undesirable aspects of the use of mathematics in economics must 
be avoided. One involves the use by mathematicians of the subject matter 
ot economics for the development of mathematical exercises without rele- 

nce for economics. This is to be feared largely because the critical judg- 
ment as to the mathematics involved may not be exercised by mathema- 

ians if the writings appear in the economics field, and the judgment as to 
onomics may also be faulty because of its mathematical form. The sec- 
ond undesirable development would be the use of mathematics by econo- 
nists with too shallow a grasp of mathematics, so that they merely cover 
id ground with a new type of exposition. 


R. T. BowMAN 
University of Pennsylvania 


Business Cycles and Fluctuations 
Lapses from Full Employment. By A. C. Picov. (London: Macmillan. 1945. 
Pp. viii, 75. $1.50.) 
Professor Pigou seeks to explain to the intelligent layman the causes of 
unemployment. 
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His fundamental explanation appears to run broadly as follows. Suppose 
there is unemployment and the competition of wage-earners leads to a 
reduction of wage rates. Then prices will fall, and people will wish to hold 
less money (at a given interest rate) because their real balances have 
risen. Securities will be purchased, the interest rate will fall, new invest. 
ment will be encouraged, and thus employment will rise. (The Keynesian 
conditions which interfere with this process are dismissed as unrealistic.) 
Pigou therefore argues that the primary cause of unemployment is the 
non-competitive determination of wage rates by labor unions and govern- 
ment bodies. 

He then examines the effects on this analysis of three complications: a 
structure of wages rather than a single rate; fluctuations in the demand 
for labor; and labor immobility. Their various effects are diverse or uncer- 
tain. But they are apparently overshadowed by non-competitive wage 
rates, for Pigou’s fundamental position continues to be that to eliminate 
substantial unemployment, we must resort to either a (once-for-all) wage 
reduction or a continuous inflation that keeps a step ahead of increases in 
wage rates. Economic policies are not discussed. 

The argument is not presented in a manner that will command under- 
standing and agreement in the audience for which it is intended: the 
analysis is abstract and brief—at times elliptical—and there are many 
pieces of professional technique. But in this neglected field of eco- 
nomic education, it is hard to find someone who dares cast the first stone 
We are perhaps too inflexible: those who really know technical economic 
analysis cannot bring themselves to forget much of it. And this obstacle is 
strengthened by the constant realization that the chief readers, or at least 
the most important readers, of even our most unpretentious works will be 
gimlet-eyed colleagues. 

GEORGE J. STIGLER 

Brown University 


Full Employment and Free Trade. By Micuart Poranyt. (Cambridge: 
Univ. Press. 1945. Pp. x, 155.) 


The author states in the preface: “Keynesian economics must be made 
simpler and clearer before they can become the common property of all 
thinking citizens. Being principally devoted to this purpose, this book 
cannot claim substantial originality; but neither can it be said to represent 
exactly what Lord Keynes or any other economist has definitely said 
before.” 

The author has certainly succeeded in stating the essence of the Keynes- 
ian theory of chronic underemployment in very lucid terms. The first 
chapter, covering more than one-third of the book, should be intelligible 
even to readers who are not professional economists. The conclusions for 
monetary policy which the author draws are his own. They are very mu’ h 
in line with A. P. Lerner’s ideas on “functional finance.” The gap between 
savings and investment has to be filled by the issue of new money by the 
government. A budget deficit should be maintained of a magnitude equal: 
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ing the difference between commercial investment and savings at “full 
‘rculation,” i.e., at high levels of employment. Financing of this deficit 
“should be, and can be, carried out in a neutral form, i.e., in a way requir- 

x no materially significant economic or social action to accompany it” 

p, 29). The government lives up to this “‘principle of neutrality” if budget- 

ing proceeds in the following manner: The desired money income of the 
nation is to be fixed first and the budget to be decided afterwards; these 
two decisions are to be taken by Parliament. Government experts then 
have to fix the level of taxation. They do so on the basis of two forecasts: 
one concerning the fraction of the national income that the public is likely 
to save, the other concerning the forthcoming private investment. The dif- 
ference between the two—the Gap—then determines the fraction of govern- 
ment expenditures that the government will finance by the issue of new 
money. ‘“The new issue must equal the gap and taxation must obviously 
be fixed so as to cover together with the new issue the total proposed ex- 
penditure: Tax+ Gap = Budget” (p. 48). This plan would satisfy the “Prin- 
ciple of Neutrality.” “The intentions of the public are carried out both in 
the collective and the private sphere of economic life without subjecting 
them to any modification for the purpose of maintaining Full Employ- 
ment” (p. 48). 

As the Gap is, in the opinion of the author, a characteristic feature of 
modern mature economies, this plan seems to imply the issue of new money 
every year. The author is aware of this but holds out the hope that the 
public, when its cash balances have risen to a certain (unknown) point, 
will stop building up cash balances and will begin to spend more. In other 
words, the author assumes that the consumption function will finally change 
under the pressure of large cash balances. Saving will decline and the gap 
will be narrowed or even disappear, in which case public expenditures should 
be financed by taxation. 

The author also deals with trade cycle policy along similar lines, empha- 
sizing that the problem would lose much of its importance since his scheme 
would guarantee a high average level of employment. In order to support 
his main thesis the author tries to show that full employment in Russia, 
in nazi Germany and in the war economy of the western democracies 
was not the result of central planning but of monetary measures taken by 
the respective governments (Chapters II and III). He criticizes, in Chapter 
VI, the British White Paper on Employment and Beveridge’s Full Em- 
ployment in a Free Society by comparing his own scheme with the proposals 
made in these two documents. Neither of these two publications pays any 
attention to the “Principle of Neutrality.”” They rely too much on plan- 
ning. The problems of ‘‘bottlenecks,”’ mobility of labor, residual unemploy- 
ment, etc., are dealt with in Chapter IV. 

The international aspects are treated in Chapter V. The author, quite 
logically, takes his stand against the gold standard in favor of flexible ex- 
change rates, and suggests a World Bank with functions similar to those 
of the Monetary Fund. His scheme for a World Bank is, however, not 
identical with the Fund set up under the Bretton Woods agreements. 
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The author is very sure that his plan presents the solution for the prob. 
lem of chronic mass unemployment and that it is the only way to saye 
capitalism. There is undoubtedly logic in his proposals, if the underlying 
assumptions on the causes of chronic mass unemployment are accepted, 
But even from the standpoint of those who accept the theoretical analysis 
on which the conclusions are based, the author’s proposals require elabora- 
tion along theoretical and practical lines. 

For instance, the effects of a continuous creation of money on the eco- 
nomic system demand a much more thorough analysis than the author has 
given them. As a result of the tremendous increase in liquidity, commercia| 
lending by banks would probably be reduced to zero, and since the new is- 
sue of money is not to take the form of government-borrowing from the 
banks, the latter would be deprived of all earning power. The interest rate 
would probably near zero, which in turn would get all institutional in- 
vestors into great difficulties. In short, the economic system as we know it 
would undergo thorough changes that are difficult to visualize beforehand. 
Yet some speculative analysis of such changes is required before the au- 
thor’s plan can be put into effect. 

Moreover, I have serious doubts as to the political practicability of the 
plan. I look forward with great misgivings to the parliamentary debates in 
which ‘‘the National Income for the next year is fixed”’ or to the forecasts 
by “‘experts”’ of the fraction of the national income that will be saved or the 
private investment that will be forthcoming. And I look forward with equa! 
misgivings to a World Bank that bases its policy on Balogh’s distinction 
of ‘‘spontaneous” and “derived” international balances of payments, the 
latter “‘resulting from readjustments in the level of employment of differ- 
ent countries; while spontaneous balances would be those arising from 
gradual changes in the productive apparatus of various countries and the 
growth of trade relations between them. . . .’”” Spontaneous balances would 
be left to be readjusted by the market, whereas derived balances would be 
handled by the Bank! (p. 119). 

Reformers are necessary to stimulate ideas and to push the world a step 
“forward”; and reformers need to have absolute faith in their ideas. Yet 
the sceptics are equally necessary to bridle the zeal of the reformers 
Whether a person belongs to the reformers or sceptics is more a question 
of temperament than of scientific analysis. The author’s ideas, in m) 
opinion, have first to pass through the fire of the sceptics before they can 
be put into practice. 

Frrepricu A. Lutz 

Princeton University 


International Trade, Finance and Economic Policy 


The Carthaginian Peace—or the Economic Consequences of Mr. Keynes 
By Etrenne Mantovx. Introduction by R. C. K. Ensor. Foreword 
by Paul Mantoux. (London and New York: Oxford Univ. Press. 1946 
Pp. xix, 210. $4.50.) 
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Twenty-seven years ago, in December 1919, a brilliant young Cambridge 
nan, economist and former representative of the British Treasury at the 
paris Peace Conference, burst into fame, which was never to leave him 
win, through the publication of a violent and scintillating attack upon the 
treaty of Versailles, especially in its economic clauses, and upon the men 

o drafted it. The Economic Consequences of the Peace by John Maynard 
Keynes became overnight a best-seller in England and a few months later 
the United States. Translated into more than a dozen languages, hailed 
» Germany, bitterly attacked in France, it provided the foes of President 
Wilson and of the peace treaty in America with explosive ammunition, and 
exercised a profound influence for twenty years and longer upon the cur- 

t thinking concerning the Versailles settlement. “Carthaginian Peace,” 

led it, stating that his ‘‘purpose in this book is to show that the Car- 
thaginian Peace is not practically right or possible.”” The term remained in 
the literature and as late as the eve of World War II one could find the 
reaty of Versailles referred to in textbooks by cliché-loving scholars as 
the “Carthaginian Peace.” Even today Keynes’s book is frequently men- 

ed to justify another course of mildness towards our defeated enemy, 

ugh one suspects that the book is more often quoted nowadays than care- 
UY read. 

For a generation the English-speaking world has been looking at what 
must be objectively considered as one of the most moderate peace treaties 
in history, most meticulously concerned over the problem of being just, 
ad most disastrously unenforced in practice, through the prism of this 
extraordinarily influential book, written in anger, and never revised in the 
ht of subsequent events. What the young Treasury spokesman, later a 
world-famous economist and a Peer of the Realm might have thought of 
us early book, when he saw Germany rising stronger than ever from under 

e alleged ruins of the “Carthaginian Peace,” only a few of his intimate 
irends may know, for he never found either the inclination or the time, 
recent years, to comment on it in public. He never came forth to exor- 
‘ve the ghost whom he had brought himself into being. It remained for 
ne of the outstandingly brilliant young men of the next generation to 

ept the challenge expressed in the dedication of Keynes’s book. “It was 

the coming generation that Mr. Keynes dedicated his book twenty-five 
years ago. This is an answer which comes from that generation.” Thus 
rote Etienne Mantoux on the final page of his book, in the summer of 
\4, before returning into battle (he served with the French Air Forces), 
steatly distinguishing himself in the liberation of Paris and losing his life 
1 the invasion of Germany. Lord Keynes himself died last spring, as 
‘antoux’s book was in press. We are thus going to be deprived of an ex- 
‘remely important discussion, not only over the merits of the peace of 1919, 

‘also of the peace that may be made in 1947. For the same issues are 

vith us, though in a new and different setting. The debate between 


Keynes and Mantoux must go on, even though it cannot be carried out 


} 


y the protagonists themselves. 
It will be realized from the foregoing background observations that the 


00k under review occupies a very unusual position in current economic 
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literature. Like The Economic Consequences of the Peace it is a study in 
political economy and not in abstract economics. It belongs to that field 
in which economic and political considerations meet and merge, a field in 
which so large a part of our destinies is fought over and decided. It is a 
well-written, scholarly, urbane, yet hard- -hitting book. It includes a search- 
ing examination of every statement contained in Keynes’s work and a very 
painstaking study of the interwar developments, as they relate to the 
materials, judgments, and forecasts contained in The Economic Conse. 
quences of the Peace. Strangely enough, while the politics of Keynes’s book 
were the object of much controversy, its economics were almost never seri- 
ously challenged. Clive Day, in an article devoted to Keynes’s book and 
published in the American Economic Review of June, 1920, calls the book 
‘‘a political tract” and expresses the opinion that “the first three chapters 
are altogether theatrical,”’ but goes on to say that “the body of the book, 
discussing the terms of the Treaty and of the reparation payment, is sober 
and trustworthy.” This view has been shared by a great many others in- 
cluding Mr. Churchill, another critic of the politics of Keynes’s book. It 
was only Allyn A. Young who attacked the economics of Mr. Keynes as 
early as February 25, 1920, in The New Republic. Mantoux’s book is the 
first serious attempt carefully and critically to re-examine The Economic 
Consequences of the Peace. 

Keynes’s book contained two principal economic contentions: (1) that 
the territorial changes made in Versailles would greatly weaken the Ger- 
man economy and decisively impoverish the whole of Europe; and (2 
that the burden of reparations envisaged at the Peace Conference was 
absurdly and mischievously high and entirely incapable of being paid. It 
is impossible in a necessarily brief review to give a detailed account of 
Mantoux’s critique. Let us only indicate that he clearly shows how Keynes 
overestimated the impact of territorial change upon the volume of interna- 
tional trade in general and the activity of the German economy in par- 
ticular, while underestimating very seriously the ability of the new Ger- 
many’s economy to produce a national income large enough to provide 
reparations, the ability of the German fiscal system to raise the revenue 
necessary to pay reparations, and the ability of the German economy to 
produce an adequate export surplus. Mantoux shows how the develop- 
ments of the twenty years that followed proved Keynes’s anticipations 
to be unjustified. 

Because Keynes predicted that reparations would not be paid, and they 
weren’t paid, he acquired a great reputation as a prophet. But it must be 
remembered that his own book contributed to the failure of the Allies to 
exact payment. As Mantoux shows, Keynes had also predicted that Europe 
would be threatened with ‘“‘a long, silent process of semi- “starvation and of 
a gradual steady lowering of the standards of life and comfort,” and yet: 
“Ten years after the Treaty, European production was well above its pre 
war level, and European standards of living had never been higher.” 

Keynes predicted a decline in the iron output of Europe; actually this 
output increased almost continuously: ‘In 1929 Europe produced 10 pet 


194 
cen! 
In 
: fore 
192 
tha 
foll 
at | 
anc 
ma 
for 
id as | 
‘ 
pal 
Int 
Ve 
rat 
cla 
of 
. 
ie bet 
Ge 
Wi 
th 
Ki 
Vis 
be 
we 
in 
pa 
lo 
fu 
in 
P; 
th 
al 
th 
al 
fo 
W 
SE 
A 


1946] BOOK REVIEWS 933 


cent more iron than in the record year, 1913.’ Keynes predicted a decline 
in the iron and steel output of Germany: by 1927 it was 30 and 38 per cent 
higher, respectively, than in 1913 (within the same territorial limits). He 
forecast a decline of efficiency in the German coal mining industry; in 
1929 the efficiency of labor was 30 per cent Aigher than in 1913. He predicted 
that Germany could not export coal in the near future; yet in the first year 
following the Treaty, German net coal exports were 15 million tons and in 
1926, 35 million. He estimated Germany’s national savings for future years 
at less than 2 billion marks. In 1925 the figure was estimated at 6.4 billion 
and in 1927 at 7.6 billion. More importantly, Keynes predicted that Ger- 
many could not afford to pay more than 2 billion marks a year in reparations 
for the next 30 years; yet, between 1933 and 1939 Germany spent 7 times 
as much a year on re-armament alone. 

So much about Mr. Keynes’s forecasts. Their failure would be of no 
particular consequence were it not that on their basis Keynes built a most 
influential indictment against the economic provisions of the Treaty of 
Versailles. His book was a campaign document against that Treaty, a brief 
rather than an objective study. The giant, as we now see, had feet of 
clay; yet he was powerful enough to contribute significantly to the failure 
of the last peace. If Keynes’s prophecy about the non-payment of repara- 
tions came true, it was very largely because reparation payments had never 
been enforced by the victors of World War I while they were sabotaged by 
Germany herself. By and by the demands were scaled down until they were 
wiped out altogether. Simultaneously, along with Allied concessions, grew 
the power of German nationalism and the strength of the nazi movement. 
Keynes's book pictured Germany as permanently weakened by the pro- 
visions of the Treaty; thus the myth of a “have-not’”’ Germany came into 
being and falsified the perspective in which the advent of nazi Germany 
was viewed by the outside world. The great influx of capital into Germany 
in the twenties far exceeded the total of reparation payments made by 
Germany at the same time; the figures are, respectively, 21 billion marks 
paid and 35 to 38 billion marks received, between 1920 and 1931. 

_ The political and moral consequences of Mr. Keynes are also traced by 
Etienne Mantoux in some of the most penetrating pages of this inexorably 
logical and painstakingly fair discussion. Space prevents dealing more 
fully with these aspects of the controversy. One final comment will be of 
interest, however, to the readers of this review. Keynes’s criticism of the 
Paris Peace Conference stemmed fundamentally from his conviction that 
the statesmen taking part in it placed the emphasis in the wrong place 
and failed to realize ‘‘that the most serious of the problems which claimed 
their attention were not political or territorial but financial and economic, 
and that the perils of the future lay not in frontiers or sovereignties but in 
lood, coal, and transport.” In 1946 we seem to behave much more in line 
with Keynes’s views of 1919 in that our statesmen attach much more im- 
portance to the economic than to the political factors in the forthcoming 
settlement with Germany. Since, however, recent history shows that it was 
Keynes’s emphasis that was wrong and not that of the peacemakers of 
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Paris—Mantoux’s book brings that factor out with crystal clarity—there 
is much danger in our present outlook. Let us hope that the book under re. 
view will be widely read not only in universities but also in governmenta| 
bureaus, not only by scholars but also by statesmen. It carries a message 
which should prove extremely helpful in the work of the contemporary 
peacemakers. 

MICHAEL A. HEILPERIN 

New York, N.Y. 


Industrialization and Foreign Trade. Leag. of Nations Pub. II. Econ. and 
finan. A. 10. (New York: Internat. Doc. Service, Columbia Univ. 
Press. 1945. Pp. 167.) 


In its final volume of post-war studies of foreign trade practice and policy, 
the League of Nations has undertaken the study of the effects of industriali- 
zation of undeveloped countries on the foreign trade of older industria! 
countries. Like the earlier volumes, The Network of World Trade and 
Europe’s Trade, the present volume is largely the work of Mr. Folke Hil- 
gerdt; again like the earlier volumes, the present book deals with a familiar 
and relatively simple problem in international trade theory and practice, 
but does so with such care, precision and insight into the problem as to 
illuminate a much wider area than that on which the principal attention 
is focussed. 

The book is divided into two parts. The first of these presents an analyt- 
ical framework consisting of four chapters dealing successively with a de- 
scription of the differences between industrial and underdeveloped coun- 
tries, the nature of the industrialization process in a country, the condi- 
tions which are conducive to or retard industrialization, and a deductive 
sketch of the effects of industrialization on trade. The second part is 4 
long inductive chapter to illustrate statistically the earlier analytical find- 
ings. This is based upon world and national indices for manufacturing and 
trade (broken down into manufactured articles and primary products) 
for the major trading nations of the world. These statistics, in terms 0! 
annual averages for five-year periods for the most part, are included with 
annotations in an annex. 

The findings of the League of Nations are by no means startling. The 
question addressed i is basically the one which Britain was asking herself a! 
the turn of the century: will progressive industrialization and increasing 
incomes abroad hurt our export trade? The answer is that with expanded 
incomes in the underdeveloped country, as a result of industrialization, 
imports increase rather than diminish. The character of imports changes, 
so that the nature of exports from the older industrial country may have 
to alter (unless effects in third countries happen to allow it to shift the dest 
nation of the exports cut off by industrialization in the first instance 
Under conditions of multilateral trade which prevailed up to 1930, however, 
industrialization tended to promote international trade in manufactured 
goods. After 1930 and prior to the war, the relationships which had existed 
over the previous sixty years ceased to exist. Industrialization took place 
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he expense of trade in manufactured goods, or ema was required 
ause of the breakdown in trade. 

“Th addition to making this fairly elementary point, however, /ndustriali- 
ion and Foreign Trade has some interesting and useful remarks to make 
» the differences between industrialization in a sparsely populated country 
ch in resources, and in countries which are densely populated and back- 

n productive techniques; on the propensity to import manufactured 
goods as it is related to the size of the domestic market (population) ir- 
respective of the level of industrial development reached; on the necessity 
‘o improve productivity in agriculture and mining (and in backward coun- 
tries to organize commerce, transport and commerce); on hunger exports 
{ foodstuffs from backward countries which cease or diminish as produc- 

vity and output in both agriculture and industry are increased. 

[he Economic, Financial and Transit Department of the League of 
Nations considers itself a fact-finding body, rather than a formulator of 
economic policy. It nonetheless emerges clearly from the pages of this book 
that it would prefer slow and evolutionary progress toward industrializa- 
tion based on international codperation to nationalistic series of five-year 
plans. The evidence it finds, in a comparison of the decades before 1930 
with that which followed, leaves little doubt that it would, if it could, 
recommend the steady progress of the former period to the disruptive 
bursts of speed in industrialization in the latter. It may be doubted today, 
alter World War II, however, whether this preference will move many 
economic policy-makers. International collaboration in industrialization 

the world is desired, as Bretton Woods, the International Trade Organi- 
zation, the World Health Organization, FAO, etc., testify. In some coun- 
tries, moreover, industrialization (or forced increases in productivity, to 


use a wider term) can be carried a distance only by external assistance. 


\\here such assistance and international collaboration are not forthcoming, 
iowever, the prediction may be ventured that other countries in addition 
othe U.S.S.R., may set off on the road to industrialization relying mainly 
n their own efforts. The League of Nations remarks in hortatory fashion 
and evidently without the Soviet Union in mind): ‘‘Many . . . countries 


sulier from poverty, cultural backwardness and political weakness and 
ook to industrialization.... But they cannot be unconcerned with the 
elect their industrialization would have on economic conditions else- 


+ 


vhere. If the effect were unfavorable, then the advantage . . . from indus- 


a growth ... would be offset ... by the fact that their foreign trade, 
which dey ends on prosperity in other countries, would suffer. . 


It is dou that the world cannot be unconcerned; it is not equally clear 


that the backward countries cannot. If the many instruments for inter- 
tational economic collaboration fail both to bring about the increases in 
produc tivity and to smooth out the adjustments thereto, it would seem 


robable that we shall have industrialization with international economic 


Jstuption rather than postpone industrialization for lack of international 


ollaboration. 
C. P. KINDLEBERGER 
Washington, D.C. 
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Business Finance; Insurance; Investments; 
Securities Markets 


Insurance as Interstate Commerce. By ELMER W. SAWYER. (New York: 
McGraw-Hill. 1945. Pp. xi, 169. $2.50.) 

When the Supreme Court of the United States held that insurance was 
commerce,' it not only reversed a long line of decisions, which had ruled 
otherwise, but it also overturned the regulatory foundations upon which 
the insurance business of this country had developed. The prime objective 
of Mr. Sawyer’s little book is to examine the effects of the decision, and the 
principles which should guide the formulation of public policy as it relates 
to insurance. 

The author reviews briefly the legal foundations of the regulation of in- 
surance under exclusive state control and then discusses the effect of the 
decision on that system. He points out that state laws governing rates, 
foreign corporations, security deposits and taxation will all have to undergo 
complete revision with the prospect of years of litigation to settle the boun- 
daries of federal and state powers. At the present moment practically none 
of the legislation rests on a secure legal foundation. Moreover, the decision 
made many federal laws such as the Sherman, Clayton and Federal 
Trade Commission acts applicable to insurance. 

Public Law 15 was passed by Congress? to give the states time to revise 
their statutes and to provide a basis for collaboration between federal 
and state governments in the building of a complete system of regulation. 
Mr. Sawyer analyzes the implications of this legislation and sets forth the 
principles to be followed in developing a new program. He concludes that 
the difficulties in the way of success are very great. He insists that there 
must be a great deal of uniformity in state legislation if collaboration is 
to succeed and that the most expert administration is an absolute essen- 
tial. If this does not materialize, Congress will probably take over the 
whole task. Because of the difficulties involved in collaboration, the author 
evidently feels that this is the most likely outcome. 

It was probably inevitable that sooner or later the federal government 
would have to exercise some control over insurance. It appears unfortunate, 
however, that the majority of the Supreme Court did not see fit to render 
a decision that would have opened the way for congressional action without 
destroying at one stroke a pattern that had grown up over a period of three- 
quarters of a century. The consequences of overruling precedents should 
be given as much consideration as the necessity for doing so. Mr. Justice 
Jackson sums this up in the closing sentences of his dissent: “To force the 
hand of Congress is no more the proper function of the judiciary than to 
tie the hands of Congress. To use my office at a time like this, and with so 
little justification in necessity, to dislocate the functions and revenues 0! 
the states and to catapult Congress into immediate and undivided respons 


1 United States ». South-Eastern Underwriters Association ef al., 322 U.S. 533 (1944). 
279th Congress, ch. 20, 1st session, approved March 9, 1945. 
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pility for supervision of the nation’s insurance businesses is more than I can 
reconcile with my view of the function of this Court in our society.’ 

This is a very readable, essentially non-technical book written from the 
legal and administrative point of view, with commendable impartiality. 
There is no economic analysis, but all who are interested in insurance or 
the regulation of business will find their time well spent in reading this 
presentation. 

F. PEGRUM 
University of California, Los Angeles 


The Regulation of the Security Markets. By WILLARD E. ATKINS, GEORGE W. 
Epwarps, and HaroLtp G. Movutton. (Washington: The Brookings 
Institution. 1946. Pp. vi, 126. $2.00.) 


This short work, the ninth of a series being published by the Brookings 
Institute and dealing with post-war problems, contains a description of 
the historic forces that provided the stimulus for government regulation 
of the security markets, a brief outline of the eight regulatory acts passed 
since 1932, and a statement of the basic issues remaining to be settled. 
The book is well written and worthy of attention. 

The most valuable part of the study, in the opinion of the reviewer, 
is that found in the first three chapters where the authors present a pene- 
trating analysis of the shifting forces in the investment markets that have 
been responsible, during the course of three decades, for conflicting gen- 
eralizations regarding the permanent place of various financial institutions 
in the scheme of things. 

When corporations expand the scale of their operations they need more 
capital. A part of this additional capital may be drawn from the invest- 
ment markets; a part of it may be provided by the accumulated profits 
of past operations. If a new plant costs less to construct than the old one, 
4 portion of the funds set aside for replacement purposes becomes avail- 
able to finance expansion. Conversely, if a new plant costs more to con- 
struct than an old one, funds set aside for replacement purposes will be 
inadequate and resort must be had to the investment market to maintain 
operations. The close relationship of the commodity price level to the 
quantity of new financing is thereby suggested. 

During World War I corporations relied for the most part upon bank 
loans to finance expansion. After that war they continued for a while to 
use banks as a source of funds to finance peacetime operations. Their dis- 
astrous experiences during the early twenties in liquidating large inven- 
tories while commodity prices declined caused them to turn from bank 
financing to stock financing whenever possible. The shift from bank to 
stock financing was accepted at the time as representing a permanent 
change in business methods. 

The decline in industrial activity which followed the stock market crash 
of 1929 decreased the need of corporations for funds to finance expansion. 


*322 U.S. 533, supra cit., pp. 594-95. 
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The accompanying decline in the level of commodity prices made it pos- 
sible for corporations to finance current operations with less and |ess 
capital. These two forces were responsible, the authors believe, for the 
stagnation of the capital markets and the belief held by many that corpor- 
ate need of a capital market was a thing of the past. 

Then came World War II with its great increase in industrial activity. 
This time fixed capital needs were supplied by government-owned plants 
and by government loans to private industry. Increased working capita] 
needs were provided by government supplying of materials, advanced pay- 
ments on contracts and by government loans. The cessation of fighting 
leaves industry in need of large quantities of funds to purchase government- 
owned plants, to reconvert to peacetime production, and to finance current 
operations on a scale larger than before the war. The quantity of funds 
needed is further augmented by the high level of commodity prices in 
much the same manner as they were lowered during the thirties by the 
low level of commodity prices. The authors are of the opinion that this 
high price level is a permanent feature of our national economy due to 
high wage rates and to the policy of encouraging high farm prices. 

Admittedly some of the current capital needs of industry will be provided 
out of accumulated past earnings of corporations but in the main the con- 
dition that now exists in the capital markets will contrast sharply with 
the situation that existed during the pre-war years. 

Chapter IV of the study gives the background of regulation and Chapter 
V describes each of the eight regulatory acts now in effect. The treatment 
is too brief and non-technical to be of much use for reference purposes to 
students of finance, but economists and others whose interest is general 
will find the chapters useful as containing a handy concise summary of 
recent developments in the field of finance regulation. 

The last chapter, VI, lists ten issues now requiring analysis and very 
briefly presents the opinions of the authors on each. 

WILForD J. EITEMAN 

Rutgers University 


Public Control of Business; Public Administration; 
National Defense and War 


The Concentration of Economic Power. By Davip Lyncu. (New York: 
Columbia Univ. Press. 1946. Pp. x, 243. $5.50.) 


Economic Concentration and World War II. By Joun M. Brarr ¢t al. Re- 
port of the Smaller War Plants Corporation to the Special Committee 
to Study Problems of American Small Business, U. S. Senate, /9t! 
Cong., 2nd Sess. (Washington: Supt. Docs. 1946. Pp. xv, 359.) 


7 


Concentration of economic power still is a menace, and may well be 4 
growing one, to the American way of life. While the winning of the war 
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has greatly relaxed our alertness, it has not removed the danger. The very 
2 jystrial gigantism fostered by huge war contracts, however necessary, 
ay, unless neutralized, nourish speedily within our borders the same 
enemy “new order” of monopolistic, cartelized, corporate statism which 
yroad cost so much blood and treasure to exterminate. 

A good deal of political and economic thought these days is afflicted 
with a selective and dangerous blindness. Even those active in the Tem- 
sorary National Economic Committee had no clear perception of the réle 
of international big business and its considerable responsibility for the 
horrible nazi-fascist monolithic power structure. Only in 1942 with the reve- 
ations of the Senate Committee on Patents under Senator Bone, high- 
ighted in Gunther Reimann’s Patents for Hitler and Joseph A. Borkin’s and 
Charles S. Welsh’s Germany’s Master Plan, did the incredible fact come to 

blic attention that American and German big business had to some ex- 

t codperated in carrying out the enemy’s industrial offensive. Fuller 

cumentation was provided in 1944 and 1945 by Senator Kilgore’s sub- 
ommittees of the Senate Committee on Military Affairs and published in 
scores of volumes of hearings. Numerous anti-trust cases together with tons 
f records obtained in Germany have fully justified the titles of such 
books as Wendell Berge’s Cartels, Challenge to a Free World and especially 
David Lasser’s Private Monopoly, the Enemy at Home. Yet today even the 
top enemy industrialist conspirators have not been brought to book. Some 
i them, in fact, have been retained by military and diplomatic brass-hats 
as trusted advisers. 

It is fortunate, therefore, that two books should now appear re-empha- 
sizing the problem of concentration of economic power. While Dr. Lynch’s 
volume brings no new facts, it does do the highly necessary and tedious 
job of distilling the essence of some thirty volumes of TNEC hearings. 
Moreover, in its frank and critical appraisal it explains why the TNEC 
failed in so many respects. It ably diagnoses where the committee was un- 
ble or refused to see personally or politically unpalatable facts and truths. 

Dr. Blair’s book, on the other hand, presents no conclusions or evalua- 
tions. But it carries forward a large number of primary statistical series into 
‘he post-war period, showing, for example, by size of firms not only World 
War IL production, profits, assets, employment, and mergers in general 
id In various war and non-war industries, but specifically listing the most 
‘portant companies and their allotments of prime war contracts, basic 
materials, new facilities, government funds for scientific research, etc. Its 
146 st tistical tables and 58 charts provide a gold mine of up-to-date in- 
lOrmation. 

_ Much attention has been given to the fact that during the war the 100 
‘gest contractors were awarded about 75 per cent of the active prime con- 
"acts, but this in reality is, relatively speaking, of minor importance. 

Consider, for example, that merely the working capital added by the 

‘atgest corporations during the war is equal to 94 per cent of the pre- 
“ar het assets of all manufacturing concerns in the United States; or that 
“e percentage of total manufacturing employment in firms employing 
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10,000 workers or more increased from 13 per cent in 1939 to 31 per cent 


in 1944. 

Even more disturbing is the fact that of the $28 billion of manufacturing 
facilities constructed during the war (a figure to be compared with $4 
billion worth in the whole United States in 1939) not only was more thay 
four-fifths operated by the 250 largest concerns, but nearly half of the 


government-owned plant disposed of thus far (there will be about $20 pjj. 3 


lion worth useful for peacetime purposes) has been acquired by only twelve 
corporations. 

To descend from the stupendous to the lilliputian: In the fiscal year 
1946-47 the total appropriation for agencies whose duty it is to enforce the 
anti-trust laws is less than four million dollars. Enough to finance about 
35 minutes of the war! 


II 


The basic weakness of Dr. Lynch’s discussion of the work of the TNEC 
stems not from the fact that he specifically limited his task and omitted 
consideration of the monographs, but that he took no cognizance of their 
real purpose, importance and organic interdependence with the hearings 

Precisely because the committee was engaged in conducting a study, 
not a witch hunt, it placed major reliance for systematic development of 
fact on monographs, having constantly in mind as models the extraordinar- 
ily useful monographs of the National Monetary Commission. Realizing 
in advance that little in the nature of significant majority recommendation 
could emerge from such heterogeneity of membership, particularly on bit- 
terly controversial topics, the committee consigned such items for explora- 
tion to experts, e.g., lobbying, taxation and tariff. Thus reams of talk could, 
in some cases, be reduced to objective statistical series. 

As a result Dr. Lynch makes several serious misrepresentations of the 
work of the TNEC. Thus, for example, in commenting on pressure groups 
he states “‘no effort was made by the TNEC to appraise this trend or to 
assemble facts as to its existence’’ (p. 144). But he fails even to allude to, or 
include in his bibliography, Professor Donald C. Blaisdell’s notable studs 
on Economic Power and Political Pressures (TNEC monograph no. 26 
which constitutes the most comprehensive, systematic documentation of 
the matter extant today, heavily drawn on by Stuart Chase in his Democracy 
under Pressure. 

Again, Dr. Lynch states in his interesting chapter on appraisal that 
‘‘what concentration is and how it is measured was left unanswered. The 
extent to which concentration is characteristic of the economy was left 
conjecture’’ (p. 360). This is no doubt in part true, but he ought to have 
considered such notable monographs measuring concentration as that 0! 
Clair Wilcox on Competition and Monopoly in American Industry (no. 21), 0" 
Willard L. Thorp’s Structure of Industry (no. 27) or the two studies by the 
staff of the Securities Exchange Commission on Distribution of Ownership \" 
the 200 Largest Nonfinancial Corporations (no. 29) and Survey of Sharehois- 
ings in 1710 Corporations with Securities Listed in a National Securities Ex- 
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jange (no. 30). Two or three others presented indicia of concentration such 
»s number of employees, profits, cash holdings, working capital, etc. 

Furthermore, how is it possible to state flatly ‘‘“Some issues, such as taxa- 
tion and fiscal policy, were neglected; others (such as the relation of tarriff 
concentration) were evaded” (p. 361) without even slightly warning the 
reader that such statements were valid only for the hearings? Of the eight 
monographs (there were 43) which Dr. Lynch does include in his otherwise 
extensive bibliography on the TNEC, three apply specifically to taxation. 
Neglected” is surely an inappropriate epithet even if Dr. Lynch’s judg- 
ment of the merits of the tax monographs should be highly adverse. 
“Eyaded’”’ seems even less felicitous, especially since the notable pioneer 
study of Professor Clifford James, Industrial Concentration and Tariffs 
monograph no. 10), is nowhere mentioned. 

I shall not belabor the point further. Several additional examples could 
be cited. 

Ill 


In his appraisal of the work of the TNEC Dr. Lynch skillfully carries 
water on both shoulders. Its hearings and reports, he predicts, “will often 
be cited as a fountainhead of authority. Like the writings of Adam Smith, 
the Bible, and the epigrams of Confucius, they will be invoked by men of 
little knowledge to awe and convince others of equally limited understand- 
ing” (p. 356). Furthermore they represent “‘merely a labored and unneces- 
sary catalogue of the obvious” (p. 173). Nonetheless the TNEC “takes its 
place among the great investigations of the English-speaking democracies” 
p. 378). “Its full influence” (like that of the Bible?) ‘“‘will be reflected in the 
thinking of the populace, of scholars and of those responsible for designing 
and administering public law” (p. 354). 

The TNEC, says Dr. Lynch, failed miserably in many respects. It failed 
to answer the question, ‘If monopoly, in what areas, to what extent and 
by whom?” It evaded the problem of competitive advertising and the 
economics of selling costs. It made no historical study of the functioning 
of the anti-trust laws. ‘The relation of monopoly and of bigness,’’ he states, 
‘to economic efficiency went quite unexplored” (p. 365). ‘‘The problem of 
idle factories and idle workers received scant consideration” (p. 367). 
“The Committee offered no program relating to the achievement of full 
employment” (p. 368), except that it “would have no truck with those 
who adhered to the mature economy theory” (p. 348). 


IV 


No doubt future economic historians will modify both Dr. Lynch’s stric- 
‘ures and his praise. Many of the newspaper stories and editorials which Dr. 
Lynch relies on so heavily in his early chapters to support his exposition 
ot the political and economic events of the 1930’s will be supplanted by 
objective records. The origin of the TNEC at such time will surely be traced 
back at least in part to a report made in December of 1935 to the Senate 
Committee on Manufactures by Leon Henderson and Theodore J. Kreps 
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entitled “‘On the Necessity for an Inquiry into the Status of Competition.” 
The views and limitations of the personnel of the TNEC will indubitably 
prove markedly different from those alleged over press and radio. 

In short, while the definitive job of evaluating the totality of TNEC 
achievement and failure has yet to be done, Dr. Lynch deserves a generous 
meed of praise for doing the vital spadework of summarizing a good dea] 
of what has been done thus far. Taken in conjunction with Dr. Blair’s 
illuminating compilation showing how quickly concentration of economic 
power has grown in the five-year period from 1939 to 1944, Dr. Lynch’s 
work demonstrates the urgent necessity of a continuous social and economic 
audit of the performance of our business system, in sum, a revived TNEC. 
Only in the light of thorough knowledge, kept up to date industry by 
industry and firm by firm, can those wise measures supplementary and 
alternative to industrial atomization be devised or judiciously applied 
which will enable economic and institutional innovation to keep pace 
with modern technology. 

THEODORE J. Kreps 
Stanford University 


Industrial Organization; Price and Production Policies; 
Business Methods 


The Executive in Action. By MARSHALL Epwarp Diwock. (New York: 
Harper. 1945. Pp. ix, 276. $3.00.) 


This book will be of little interest to economists and, I suspect, disap- 
pointing to students of public administration, in which field the author has 
written extensively. Professor Dimock’s personal experience in one govern- 
ment agency provides virtually all the illustrations for generalizations which 
are stated to be applicable to all types of organizations, public and private, 
profit and non-profit. “Having recently completed six years of executive 
work myself, following ten years of investigation and university teaching 
in the area, this seems to be an opportune time to say what I have to say” 
(Preface, p. vii). If the author had relied more extensively on the results of 
his research and had not been so anxious to report his reflections based on 
his personal experience as an “executive in action,’”’ we should have had 4 
more scholarly and, generally, a much better book. 

Professor Dimock promises to answer the question: “What does the 
operating official do?” Instead, the book deals largely with what, in the 
author’s opinion, executives should do, what the desirable qualities of the 
good executive are, etc. The book is a sort of manual for executives 1 
business and government. The emphasis throughout, as might be ex- 
pected, is on the administrative side—on the handling of organizationa! 
relationships, both internal and external. 

Professor Dimock unquestionably knows a great deal more about business 
organizations and business practice than this book reveals. There are sur 
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prisingly few specific references to leadership problems and practice among 

larger business firms. There are two or three references to the American 
are and Telegraph Company, a favorite illustration among students 
in public administration, and one or two to General Motors. There is a 
passing remark concerning internal financial control in the automobile and 
chemical industries (p. 208) on which I should like to see the evidence for 
Ido not think the generalization as stated is true. Virtually all of the dis- 
cussion is obviously based on the problems of government administration, 
particularly that of the federal government, and some of the discussion, 
for example that dealing with financial planning and control, seems indeed 
strange when applied to large-scale private business. Roughly a third of 
the book presents illustrations from the author’s experience as head of 
the Recruitment and Manning Organization of the War Shipping Admini- 
stration, and all too often generalizations are based on no evidence or illus- 
trative material beyond this. 

In his final chapters, the author broadens his discussion to consider the 

ature and causes of bureaucracy, and in the last chapter, which bears the 
promising title ‘Optimum Size,” he considers the possibility of conquering 
the bureaucratic ogre. His analysis, however, makes little contribution to 
the existing literature; it is generally superficial and frequently confused. 
Causes, effects, and particular aspects of bureaucracy are on more than one 
occasion hopelessly mixed.! His final suggestion for combatting bureaucracy 

government and business—decentralization—is an anticlimax which 
ould provide very little remedy, and in addition confuses geographic de- 
centralization of operations and decentralization of authority. 

These criticisms could be expanded. In fairness to Professor Dimock, 
however, I should note that he does offer some good practical advice to 
executives, that he properly emphasizes the similarities between private 
and public administration (although he neglects the differences), and that 
his emphasis on the need for flexibility in organization and his warnings 
against Ov neta organization planning and following too closely the ad- 
vice of the organization expert are in refreshing contrast to what I have 
iound in some of the literature in this field. 

R. A. GORDON 


University of California, Berkeley 


Industrial Management in Transition. By GrorGE Fivipettt. (Chicago: 
Richard D. Irwin, Inc. 1946. Pp. v, 311. $3.75.) 


This is a well-written and thoughtful review of the gradual development 
o! principles of management from the days of Frederick W. Taylor to the 
present. In it the author has attempted to present a treatment of evolu- 


‘On page 230, complexity is stated to be “the most general underlying cause of bureaucracy 
but there are other specific institutional and administrative causes as well.” Then the 

ing jumble of causes, effects, and symptoms of bureaucracy are listed: size, organization, 
Specialization, rules and regulations, character of executive direction, improper staff activity, 
 stafl controls, group introversion, lack of sales motive, security, seniority, and age and 
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tionary management which points out some of the things that constitute 
good managerial principles, and probably good managerial techniques 
whatever form of industrial organization is developed. The author has made 
no attempt to introduce any of his own philosophy, but has reviewed and 
interpreted the works of a number of writers who, through the years, have 
presented varying points of view. Whether or not the authors Professor 
Filipetti has reviewed would regard the selections as thoroughly represen- 
tative of their philosophies and his interpretations as sound, it is the 
opinion of this reviewer that the work has been well done. 

It is a timely book. Its reading will bring to the minds of economists and 
business leaders works long ago forgotten, and may acquaint them with 
some writings they never have had time to read. In three hundred odd pages 
there is a comprehensive summary of many thought-provoking books, 
which, in the present state of industrial turmoil, should be read and 
studied. Industrial Management in Transition will save an incalculable 
amount of time for overworked students of industrial management. 

The book starts naturally with a summary of Frederick W. Taylor’s 
Shop Management (1903). Taylor’s analysis of the psychology of the worker 
was at fault, but his fundamental reasoning is sound—pay a first-class 
worker more than the going rate for his grade of work. When once estab- 
lished, the rates should not be reduced. In another place (p. 44), the author 
observes, ‘‘His basic concept was correct, namely, that at any point in time 
any significant increases in wages and shortening of hours in an individua! 
plant should be accompanied by increased production.” 

A review of Taylor’s The Principles of Scientific Management (1911) is 
presented in the author’s own words, enriched by extensive quotations 
from Taylor’s book. Henry L. Gantt was a disciple of Taylor. Gantt’s 
Work, Wages and Profits (1910) is thoughtfully reviewed, followed by a few 
pages on the life and philosophy of Frank Gilbreth, which is drawn partly 
from Lillian Gilbreth’s The Quest of the One Best Way. Harrington Emerson’s 
philosophy is treated, perhaps too briefly (two and one-half pages), in the 
same chapter. This is followed by a more complete review of Morris L. 
Cooke’s Our Cities Awake (1918), a book of merit, which probably has 
been forgotten by many students of city management. 

In Chapter V, Robert F. Hoxie’s Scientific Management and Labor is 
summarized with constructive criticism. Hoxie, thirty years ago, had a 
point of view which many industrial leaders since have come to accept. 
Labor’s attitude, on the contrary, may not have changed appreciably. In 
the same chapter is a review of C. Bertrand Thompson’s The Theory and 
Practice of Scientific Management (1917). It is a somewhat detailed analysis 
of the successes and failures of Taylor’s principles, written after four years 
of study by Thompson. 

Chapter VI bears the title ‘Evolution of the Movement Following World 
War I.” This chapter reviews the writings of a number of students 0! 
management in both the labor and managerial fields, and indicates a drift 
toward the acceptance of the idea that increased productivity should be 
an objective of labor. It also suggests a modification of the unyielding 
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sttitude formerly apparent in the minds of some managers. Among the 
writings discussed, Waste in Industry (1921) is set out as a study worthy 
{analysis as marking a forward step in the science of management. 

The remaining chapters of the book are less historical in their content 
ind present later-day concepts of management. Although the first book 
reviewed is Fayol’s Administration Industrielle et Générale, which was 
written in 1908 and translated into English in 1925, its philosophy is a 
vide departure from that of the earlier American writers. It deals more par- 
cularly with the hierarchy of higher ievels of supervision, right through 
to the cobrdinating head. Another book, written in 1927 under the auspices 
{ the International Labour Office, was Scientific Management in Europe. 
, isa résumé, similar to Professor Filipetti’s, of the writings of European 

udents of management, following the initiation of the management move- 
ment in the United States. In the same chapter is a review of Management 
in » Russian Industry and Agriculture (1944), a work but little known in the 
United States to which Professor Filipetti devotes twelve and one-half 
pages. “The real measurement of the Russian industrial accomplishments 
is to be found, not in comparing it with the industrialization of Germany 
or England or the United States, but in comparing the industrial develop- 
ment and the standards of living of the great masses of people in the period 
between the czarist regime at the time of its overthrow and the years 
before World War IT” (p. 203). 

Chapter VIII treats of the American development just before World 
War II, drawn largely from Management and the Worker (1939) by F. J. 
Rothlisberger and W. J. Dickson, as well as Organized Labor and Produc- 
lion (1940) by Morris L. Cooke and Philip Murray. This review of a labor 
program is followed by a second labor program based on The Dynamics of 
Industrial Democracy by Clinton S. Golden and Harold J. Ruttenberg 
1942), 

Following the foregoing analysis of writings on present-day labor philos- 
ophy, the author runs through a few books on managerial organization. The 
irst is Multiple Management (1938) by Charles P. McCormick, which de- 
scribes a plan adopted by the House of McCormick to bring supervisory 
management at the lower levels into the counsels of the managing group. 
this is followed by Top Management Organization and Control, a Stanford 
University report (1941) under the direction of Paul E. Holden, dealing 
with the managerial practices and procedures of large corporations. Next 
s reviewed another book dealing with top management, Business Leader- 
ship in the Large Corporation, written by R. A. Gordon for the Brookings In- 
stitution in 1945. In large corporations, the managing group is composed 
of able, trained, professional leaders who of necessity apply sound prin- 
ciples of management to their daily tasks. These principles can be used 
with equal effectiveness by managers of small industries. Dynamic Admini- 
stration (1942) by Mary Parker Follett next is reviewed. 

In the final chapter, the author has selected four more or less philo- 
sophical works: The Industrial Discipline (1933) by Rexford Guy Tugwell, a 
plan for industrial organization along somewhat revolutionary lines; The 
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Managerial Revolution (1941) by James Burnham, presenting the argumen; 
that control is passing from the hands of the legal owners into the hands of 
a professional managing group; and Management of Tomorrow (1933) )y 
L. Urwick, which is followed by an analysis of America Unlimited (1944 
by Eric Johnston. The two books last mentioned present the theme that 
research in management is urgent. 

The selection of books thus summarized by the author may be criticized 
for the inclusion of some less noteworthy works and the omission of others. 
such, for example, as Onward Industry by Mooney and Reilly. Nevertheless. 
any omissions can detract little from the merits of a task well done. It js 
the expressed hope of the author that readers of his book will find their in- 
terest sufficiently aroused to read in their entirety some of the books on 
management which he has summarized. Whether or not many of them have 
time to do that, a reading of Industrial Management in Transition will con- 
vince anyone that, halting as the progress has been, the years since Taylor's 
death have brought about an approach to industrial efficiency. 

CHARLES L. Jamison 

University of Michigan 


Labor and Industrial Relations 


Government and Labor in Early America. By RicHARD B. Morris. (New 
York: Columbia Univ. Press. 1946. Pp. xvi, 557. $6.75.) 


Professor Morris has written a long-needed and exhaustive treatment ol 
governmental supervision of labor in the colonial period. In its preparation 
he has searched contemporary British and American statutes, newspapers, 
letters, travelers’ accounts, business papers and similar documents, and in 
addition he performed the monumental task of reviewing some twenty 
thousand cases. Of these the principal source—the unpublished court 
records of the American colonies—was a field largely unexplored. To ex- 
amine them the author traversed the entire Eastern seaboard from Wis- 
casset, Maine, and Woodsville, New Hampshire to St. Augustine, Florida. 

The work covers, in scope, the entire field ot wages and conditions o/ 
free labor, and of conditions of bound labor during the 17th and 18th cen- 
turies. The introductory chapter sets American labor relations in their 
mercantilist background. The forms of restraint applying to workers and to 
masters which were embodied in the mercantilist statutes of 17th century 
England—particularly the Statute of Artificers and the Poor Law—were 
transplanted to the new country, and, with some regional variations, be- 
came the pattern of statutes and court decisions in the colonies. Part I, 
which consists of six chapters, deals with the regulation of wages of Iree 
labor before and during the Revolution, concerted action among !ree 
workers, the terms and conditions of employment of free workers, maritime 
labor relations, and labor and the armed services. Part II, dealing wit) 
bound labor, has a chapter on the nature of such labor, one on its sources, 
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and one on the legal status of servitude. A concluding chapter discusses 
persistent problems of labor relations in the light of early American 
experience. 

This study takes on added significance because the author has stressed 
mportant parallels between the experience of government with labor in 
‘he first two centuries of American history and current patterns. He 
avoids the pitfalls into which a less experienced scholar might fall by 
refraining from pushing the analogies farther than is warranted. In fact, 
Professor Morris emphasizes the marked economic differences and the 
broad gaps in social and political structure and concepts that separate the 
enturies. However, he reminds us that such persistent contemporary labor 
problems as wage-, and price-fixing, economic stabilization, the right of 
workers to take concerted action, absenteeism, enticement of workers and 
dismissals constitute the core of the master-servant relations that were 
supervised by colonial and Revolutionary governments. 

lhe institution of bound labor presents not a parallel but rather a sharp 
contrast to those of the present American scene. Settlement of the new 
country with its seemingly inexhaustible resources came in a period when 
commercial and industrial enterprise was the driving power for territorial 
expansion. A hungry international market made feasible commercial 
agriculture, the rapid growth of seaports, and even industrial undertakings. 
But those developments were dependent upon an adequate and sure labor 
force. Since native labor was out of the question, the necessary manpower 
jad to be drawn from Europe. Fortunately for this purpose, there were 
surplus populations in England and on the continent, whose livelihood 
vas SO precarious as to make migration to a more favorable labor market 
extremely inviting. Of course, for those more substantial workers with 
savings the shift to the new world was merely a matter of pulling up roots 
and purchasing passage. But for the penniless, a response to improved 
wages and living standards could not be so demonstrated, since an ocean 

mparatively costly to span lay between his destitute self and the potential 


When economic incentives are powerful, a problem such as this will 
ind a solution within the contemporary institutional framework. Today 
in acceptable means of fostering migration would doubtless be spelled 
ut in terms of governmental subsidies or loans. In the colonial period, the 
voluntary act of an adult white laborer in binding himself to a master for a 
term of years solved the problem of transportation, since an agent or ship 

ptain could sell the contract when the ship arrived in an American port. 
When the American master purchased the contract, the immigrant had a 
job. But this was not a job which he was free to leave. Since complete 
subordination to the master during the period of service was deemed essen- 
tial to assure fulfillment of the contract, the master had fairly complete 
control over the person of the bound worker, whose freedom was severely 
restricted. 

In so far as the agént profited from the sale or the master resold his serv- 
ant’s unexpired time to advantage, it would not appear to have been the 
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laborer who stood to gain from having shifted to a market where labor was 
scarce and highly valued. Furthermore, during his period of service the 
servant frequently had to live on a level of bare subsistence, which he could 
scarcely have regarded as an improvement. However, a full-employment 
economy promised future security and opportunity when the servile period 
ended. The ambitious servant could look forward to a freehold, or an in- 
dependent shop, or comparatively well-paid employment. Little class stig- 
ma attached to a freedman owing to previous servitude, and such workers 
were rapidly assimilated, for the perpetuation of sharp caste differences 
was impossible in a country possessing abundant and cheap lands. 

Not all bound workers voluntarily entered that state. Transported con- 
victs (estimated at 50,000), colonial convicts, persons put in servitude for 
debt, and apprenticed pauper children were also a part of the indentured 
servant class. The author estimates that nearly half of the total white 
immigration to the thirteen colonies came as bound labor. Apparently 
contemporaries never assumed that the work in the colonies could be done 
except by forced labor, for not enough freemen would voluntarily migrate, 
and those who did would find an independent proprietorship too easy to 
establish for them to be held long as wage workers. 

Although, as the author points out, bound labor evolved out of the cir- 
cumstances of colonial emigration and along quite original lines, it had some 
roots in the complex of economic theories and practices known as mercantil- 
ism, which sanctioned even for free labor controls over choice of vocation 
and terms of work, and which advocated the compulsory labor of the poor 
The system of indentured labor also stemmed in part from the English 
system of poor relief, under which poor children were bound out, and settle- 
ment laws restrained the free movement of workers. Thus, while unique, 
indentured servitude had a closer kinship with the contemporary sys- 
tem of free labor, one might say, than with the system of chattel slavery. 

ELINOR PANCOAST 

Goucher College 


Trade Union Publications: the Official Journals, Convention Proceedings, 
and Constitutions of International Unions and Federations, 1850-1941. 
By Liroyp G. Reynotps and C. Vol. I, 
Description and Bibliography. Vols. II and III, Subject Index. (Balti- 
more: Johns Hopkins Univ. Press. 1944; 1945; 1945. Pp. xxxii, 416; 
lvii, 486; xv, 445. $25.00.) 


Inductive economics greatly depends on those truly philanthropic souls 
in the gild who are willing to toil long years in making available to others 
the requisite building materials with which to realize their architectura! 
dreams. In the philanthropic achievement before us, so splendidly per- 
formed by Reynolds and Killingsworth, sheer industry, while indispensable 
when one undertakes to index every item above 500 words, was the least 
of the required qualifications. What was needed was, first, an indomitable 
courage in tackling a job, which, if it cannot be described as titanic 4s 
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bailing out the ocean, may at least be likened to extracting all the minerals 
from the Dead Sea. But, above all, what the authors needed was a clear 
understanding of unionism as a going institution—the “‘going government” 
within each organization, the systems of ethical values, and a theory of 
labor in industry—and a grasp of the meaning of “industrial government,”’ 
of the union jointly with the employers, in crystallization and in action. 
With these volumes at his elbow the student of labor will no longer be com- 
pelled to confine himself to the study of one union, as “‘life is short,” but 
will be able to tackle with a good opportunity for thoroughness union usages 
and methods which are common to many unions. The field for inductive 
study has thus been immeasurably widened, in addition to being fructified 
by the use of the comparative method. It is no less than this that we shall 
all of us from now on owe to these two highly discriminating and philan- 
thropic workers in our fellowship. 

But not the least merit of this work is found in an analytical discussion 
of the uses to which such materials as they have indexed can be put— 
productive generalizations on union government, beliefs and theories, 
tactics, unionism’s economic and political effects. This discussion appears 
in the first and introductory volume, the remainder of that volume being 
given to most useful brief histories and critiques of publications of some fifty 
unions together with brief chronological summaries for the others. Students 
will especially appreciate the enumeration of the periods during which 
particular union publications were ably edited and therefore contain “pay 
dirt.” 

It is interesting that the authors conclude that ‘“‘the material thus ap- 
pears to support the thesis that a mature trade union concentrates on en- 
larging and controlling the job opportunities available to its members 
rather than on broad projects of political and social reform” (Vol. I, pp. 21- 
22). With such a conclusion this reviewer will, naturally, not quarrel. Yet he 
will add that in periods when the general politico-economic topography is 
undergoing rapid change—as when government has moved into the centre 
of the economic arena thus becoming among other things a purveyor of 
jobs if the need arises—then the very job consciousness of the mature 
unions tends to force them to become concerned with this important 
hinterland of their job opportunities. A good example is offered by the rail- 
toad brotherhoods which, notwithstanding their “‘conservatism,”’ were the 
pioneers among labor unions in organizing powerful lobbies, because in their 
industry government was no longer a remote matter but the arbiter of im- 
portant issues. 

SELIG PERLMAN 

University of Wisconsin 
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ir admin. 
Commission, war changes in indus. ser. rept. no. 17. (Washington: Supt. Docs. 1940. Pp. 152. 
ni dox 30c . . . 
= Transportation; Communication; Public Utilities 
hwestern picuam, T. C. Transportation; principles and problems. (New York: McGraw-Hill. 1946. Pp. 
O44. $5. 
June 30 Botucer, L. L., PASseN, A., and McE.rresn, R. E. Terminal airport financing and manage- 
ment. (Boston: Harvard Univ. Grad. School of Bus. Admin. 1946. Pp. xiv, 385. $4.25.) 
+ admit Fivtayson, R. A. The public utility holding company under federal regulation. Jour. of Bus. 
Fi Univ. of Chicago, Vol. XIX, No. 3, Pt. 2. Stud. in bus. admin., vol. 16, no. 3. (Chicago: 
Mobil; Univ. of Chicago Press. 1946. Pp. v., 41.) 
Frorscu, C. and Proxoscn, W. Airport planning. (New York: Wiley. 1946. Pp. 261. $7.) 
the U.S Leonarp, W. N. Railroad consolidation under the Transportation Act of 1920. Stud. in history, 
hingtor economics, and public law no. 522. (New York: Columbia Univ. Press. 1946. Pp. 350. $4.) 


Van Merre, T. W. Trains, tracks and travel. 7th ed. (New York: Simmons-Boardman. 1946. 
ib. no. 3 Pp. 430, $3.50.) 
s annual re port on the statistics of railways in the United States for the year ended Dec. 31, 1944, 


hing including selected data for the Pullman Co., Railway Express Agency, Inc., electric railways, 
carriers by water, oil pipe lines, motor carriers, freight forwarders, and private car owners subject 
tothe Interstate Commerce act for the year 1944. Interstate Commerce Commission. (Washing- 
ton: Supt. Does. 1946. Pp. 578. $2.25.) 

\Volor carrier facilities—war use and postwar needs. Bur. of Transport econ. and stat. stud. ser. 

Washington: Interstate Commerce Commission. 1946. Pp. ix, 95, mimeo.) 

Te Reports of the Board of Public Utility Commissioners of the state of New Jersey, Sept. 1, 1938 to 

\tellow Dec. 31, 1944. Vol. XVII. (Trenton: Board of Public Utility Commissioners. 1945. Pp. xxiv, 
551 

’p. 215 U.S. Office of Aviation information—statistical handbook of civil aviation. (Washington: Supt. 
Docs. 1946. Pp. 136. 25c.) 

Pp. 48 

Agriculture; Forestry; Fisheries 
1. 194¢ Curvatrer, A. Révolution en agriculture. (Paris: Presses Univ. de France. 1946. Pp. 360.) 


Pp bt Lauwe, J. C. Bretagne et pays de la Garonne—évolution agricole comparée depuis un siécle. 
ie U.S (Paris: Presses Univ. de France. 1946. Pp. 188.) 


Hvtcnson, C. B., editor. California agriculture; by members of the faculty of the College of Agri- 
cullure, University of California. (Berkeley: Univ. of California Press. 1946. Pp. 452. $5.) 


6 Pr Agricultural statistics, 1945. (Washington: Dept. of Agric. 1945. Pp. 604. $1.) 
. laske fishery and fur-seal industries, 1944. Fish and Wildlife Service. (Washington: Supt. 
Does, 1946. Pp. 79. 20c.) 
Economic Geography; Regional Planning; 
Urban Land; Housing 
Bercr, W. Economic freedom for the West. (Lincoln; Univ. of Nebraska Press. 1946. Pp. 182. 


$2.50 


». 461 Bet TMAN, A. City and regional planning papers; ed. by A. C. Comey. Harvard city planning 
stud. no. 13. (Cambridge: Harvard Univ. Press. 1946. Pp. 313. $4.50.) 


Currie, A. W. Economic geography of Canada. (New York: Macmillan. 1946. Pp. 469. $3.50.) 
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NURNBERG, M. Housing survey of Pittsburgh and Allegheny County. Pt. 1. Sec. 1, text.: sec. 2 
append. and tables. (Pittsburgh: Allegheny Conf. on Community Development. 1946. Pp, 
87; var.) 

SHarpP, T. Town planning. (New York: Penguin Books. 1946. Pp. 121. 35c.) 


SairH, J. R. and Putturps, M. O. Industrial and commercial geography. (New York: Henry 
Holt. 1946. Pp. xiii, 978. $4.90.) 


Vance, R. B. and BLACKWELL, G. W. New farm homes for old: a study of rural public housing in 
the south. (University: Univ. of Alabama Press. 1946. Pp. 245. $2.) 


Vincl, F. Unitd Mediterranea. 2nd ed. (Milan: A. Giuffré. 1946. Pp. 194.) 
Fourth report of operations under the Boulder Canyon Project Adjustment act for year ended May 
31, 1945. Bur. of Reclamation. (Washington: Supt. Docs. 1946. Pp. 31. 10c.) 
Labor and Industrial Relations 


3AKKE, FE. W. Mutual survival—the goal of unions and management. (New Haven: Yale La! 
and Management Center. 1946. Pp. v, 82. $1.) 


Ducorr, L. J. and Hacoop, M. J. Employment and wages of the hired farm working forc: 
1945—with special reference to its population compositicn. Based on a Bur. of the Census 
survey for the Bur. of Agric. Econ. (Washington: U. S. Dept. of Agric. 1946. Pp. 40, min 


Poster, W. Z. Problems of organized labor today. (New York: New Century. 1946. Pp. 48. 10: 
Grecory, C. O. Labor and the law. (New York: Norton. 1946. Pp. 467. $5.) 


Hepicer, E. S. The International Labor Organization and the United Nations. For. Pol. Re 
vol. 22, no. 6. (New York: Foreign Pol. Assoc. 1946. Pp. 10.) 


Lester, R. A. and Roster, FE. A. Wages under national and regional collective bargaining—-ex peri 
ence in seven industries. (Princeton: Industrial Rel. Sec., Princeton Univ. 1946. Pp. 103 
$1.50.) 


McNavcston, W. L. Employer-emplovee relations. 2nd ed. (Los Angeles: Golden State Pu 
lishers. 1946. Pp. 364. $4.75; paper, $3.90.) 


OweEN, W. V. Labor problems. (New York: Ronald Press. 1946. Pp. 585. $4.50.) 


PATTERSON, W. F. and Hepces, M. H. Educating for industry—policies and procedure 
national apprenticeship system. (New York: Prentice-Hall. 1946. Pp. ix, 229. $2.50 


Suort, L. M. Personnel problems affecting social scientists in the national civil service. Pa 
ser. no. 1. (New York: Soc. Sci. Res. Council. 1946. Pp. 36.) 


Smitu, W. J. Spotlight on labor unions. (New York: Duell, Sloan and Pearce. 1946. Pp. 15° 
$2.50.) 


Smyru, R. C. and Murpny, M. J. Job evaluation and employee rating. Ind. org. and manag. set 
(New York: McGraw-Hill. 1946. Pp. 266. $3.) 


Warp, R. The personnel program of Jack and Heintz. (New York: Harper. 1946. Pp. 156. $2 


Industrial dis putes and the judicial process. A radio discussion. (Evanston: Northwestern Unis 
Radio Dept. 1946. Pp. 12. 10c.) 


Labor unionism in American agriculture. Bur. of Lab. Stat. bull. no. 836. (Washington: Sup 
Docs. Pp. 836. 70c.) 


National Labor Relations Board: Vol. 64. Decisions and orders. Oct. 10—Dec. 27, 1945. (Washing 
ton: Supt. Docs. 1946. Pp. 1574. $3.) 


The office library of an industrial relations executive. (Princeton: Princeton Univ. Indus R 
Sec. 1946. Pp. 37.) 


Proposed international labour obligations in respect of non-self-governing territories. Intert at 
Lab. Conf., Montreal, 1946, Rept. IV (2). (Montreal: Internat. Lab. Off. 1946. Pp. 55 
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rotection of children and young workers: (a) medical examination for fitness for employment 
une workers); (b) restriction of night work of children and young persons (non-industrial 
Pp. tions). Internat. Lab. Conf., Montreal, 1946, Rept. III and suppl. (Montreal: Inter- 
‘Lab. Off. 1946. Pp. 24.) 
Wpees and wage rates of hired farm workers, United States and major regions, September 1945. 
nry bur. of Agric. Econ. surveys of wages and wage rates in agric., rep. no. 16. (Washington: 
U.S. Dept. of Agric. 1946. Pp. 68, mimeo.) 


Social Insurance; Relief; Pensions; Public Welfare 


Gray, H. Should state unemployment insurance be federalized? Nat. econ. probs., no. 419. (New 
fay York: Amer. Enterprise Assoc. 1946. Pp. 71. 50c.) 


vcnerte, H. W. and others. Some dynamics of social agency administration. (New York: 
\csuxry, S. J., Scrrovszxy, A., and Smart, L. N. Social insurance financing in relation to 
umer income and expenditures. Bur. memo. no. 63. (Washington: Soc. Security Board. 

1946. Pp. viii, 105, mimeo.) 
vosen, G. Fees and fee bills; some economic aspects of medical practice in nineteenth century 
{merica. Suppl. to Bull. of Hist. of Med., no. 6. (Baltimore: Johns Hopkins Press. 1946. Pp. 


97, $1.50 


Swaswamy, K. G. and others. Food control and nutrition surveys, Malabar and S. Kanara; 
ind Diet and disease surveys. (Madras: Servindia Kerala Relief Centre. 1946. Rs. 4.) 


Consumption ; Codperation 


Kaiten, H. M. The decline and rise of the consumer; a philosophy of consumer cooperation. 2nd 
ed. (Chicago: Packard and Co. 1946. Pp. 512. $2.) 
ment in consumers’ cooperative movement in 1945. Bur. of Lab. Stat., bull. no. 859. 
Washington: Supt. Docs. 1946. Pp. 25. 10c.) 


nsum ption levels in the United States, Canada and the United Kingdom; third report of a 
‘al Joint Committee set up by the Combined Food Board. (Washington: Supt. Docs. 1946. 


Population; Migration; Vital Statistics 
HANDRASEKHAR, S. India’s population; fact and policy. (New York: John Day. 1946. Pp. 117. 


\n, T. F. Catholic fertility in Florida. A dissertation. (Washington: Catholic Univ. Press+ 
46. Pp. xvi, 101.) 
Ta Cnen. Population in modern China. (Chicago: Univ. of Chicago Press. 1946. Pp. 135. $2.50.) 
ts of United States, 1940: population, internal migration, 1935-40 


1ge of migrants. (Washington: Bur. of the Census. 1946. Pp. 382. $1.25.) 
conomic characteristics of migrants. (Washington: Bur. of the Census, 1946. Pp. 223. 


Unclassified Items 


: Tuck, R. D. Not with the fist—a study of Mexican-Americans in a southwest city. (New York: 
Harcourt, Brace. 1946. Pp. xxii, 234. $3.) 


A : wal report for the year 1945 of the Twentieth Century Fund. (New York: Twentieth Century 
ind 1946, Pp. 48.) 
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PERIODICALS 


Economic Theory; General Works 


BRONFENBRENNER, M. The dilemma of liberal economics. Jour. Pol. Econ., Aug., 1946. Pp. 13 
CiarK, J. M. Realism and relevance in the theory of demand. Jour. Pol. Econ., Aug., 1946. Pp. 7. 


Curtiss, J. S. and INKELES, A. Marxism in the U.S.S.R.—the recent revival. Pol. Sci. Quart., 
Sept., 1946. Pp. 16. 


Davies, G. R. Pricing and price levels. Econometrica, July, 1946. Pp. 8. 


Hott, C. C. and Samuetson, P. A. The graphic depiction of elasticity of demand. Jour. Pol. 
Econ., Aug., 1946. Pp. 4. 


Irvine, W. George Bernard Shaw and Karl Marx. Jour. Econ. Hist., May, 1946. Pp. 19. 
Pavutson, W. E. Diagrammatic economics. Jour. Farm Econ., Aug., 1946, Pp. 36. 
SAMUELSON, P. A. Lord Keynes and the General Theory. Econometrica, July, 1946. Pp. 14. 
ScHELLING, T. C. Raise profits by raising wages? Econometrica, July, 1946. Pp. 8. 

Taytor, C. C. The social responsibilities of the social sciences—the national level. Am. Soc. Re\ 


Aug., 1946. Pp. 8. 
Economic History 


HEATON, H. A merchant adventurer in Brazil, 1808-1818. Jour. Econ. Hist., May, 1946. Pp. 23 
LENNARD, R. The economic position of the Domesday Villani. Econ. Jour., June, 1946. Pp. 2! 
WitteLs, F. Economic and psychological historiography. Am. Jour. Soc., May, 1946, Pp. 6. 


National Economies 


Uroutpt, V. L. El progreso econémico de México: problemas y soluciones. FE) Trimestre Econ., 
Apr.—June, 1946. Pp. 33. 


Economic Systems; Post-War Planning 


BEVERIDGE, Sir W. Life, liberty, and the pursuit of happiness (1950 model). Rev. Econ. Stat., 
May, 1946. Pp. 7. 


Statistical Methods; Econometrics; Economic 
Mathematics; Accounting 
Buros, O. K., editor. Statistical methodology index, no. 3. Jour. Am. Stat. Assoc., Mar., 1946 
Pp. 11. 
Dunn, H. L. Statistics in the world of tomorrow. Estadistica, June, 1946. Pp. 9. 
Jackson, J. H. Cost accounting in the education of management. N. A.C. A. Bull., Aug. 15, 1946 
Sec. I. Pp. 10. . 
Jones, F. W. and Kapetson, A. R. A ppraising the federal reserve index. Con{. Bd. Bus. Record 
June, 1946. Pp. 3. 
May, G. O. Authoritative financial accounting. Jour. Accountancy, Aug., 1946. Pp. 18. 
Mena, R. O. Las finanzas puiblicas y el ingreso nacional. E] Trimestre Econ., Apr.-June, 194 
Pp. 14. ; 
Murpny, M. E. British company law reform: implications for accounting practice. Jour Bus. 
Univ. Chicago, July, 1946. Pt. 1. Pp. 10. 
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syewnart, W. A. The advancing statistical front. Jour. Am. Stat. Assoc., Mar., 1946. Pp. 15. 
Wrauams, 1. D. Accounting and the national economy. Jour. Accountancy, Sept., 1946. Pp. 6. 
Wrxon, R. The nature of corporate capital. Jour. Accountancy, Sept., 1946. Pp. 7. 


National Income and Product; Income Distribution; 
Consumption Statistics 


Rates, S. Government forecasting in Canada. Canadian Jour. Econ. and Pol. Sci., Aug., 1946. 
Pp. 18. 

Domincuez, L. M. Renta nacional, su significado y medicién. Pts. II, III. Estadistica, Mar., 
and June, 1946. Pp. 17, 61. 

Greorce, E. B. Government, business, and consumer spending levels explored. Dun’s Rev., Apr., 
1946. Pp. 9 

Kiern, L. R. A post-mortem on transition predictions of national products. Jour. Pol. Econ., 
Aug., 1946. Pp. 20, 

Servin, A. La concepcion técnica del ingreso gravable y nuestra sch del impuesto sobre la renta. 
EI Ti nestre Econ., Apr.-June, 1946. Pp. 38. 

Srewart, B. Postwar effects of wartime economic changes. denne Bus. Rev., May, 1946. 
Pp. 4. 

British white paper on war finance. Fed. Res. Bull., July, 1946. Pp. 26. 

Current price developments. Fed. Res. Bull., Aug., 1946. Pp. 11. 

A national survey of liquid assets—distribution according to income. Fed. Res. Bull., July, 1946. 

Pp. 7 


Business Cycles and Fluctuations 
i. V. Hedging against inflation. Conf. Bd. Bus. Record, Apr., 1946. Pp. 4. 
Goopwin, R. Innovations and the irregularity of economic cycles. Rev. Econ. Stat., May, 1946. 
Pp. 10 
MikeseLl, R. F. Gold sales as an anti-inflationary device. Rev. Econ. Stat., May, 1946. Pp. 4. 
SPENGLER, J. J. The future of prices. So. Econ. Jour., July, 1946. Pp. 35. 
VininG, R. The region as a concept in business-cycle analysis. Econometrica, July, 1946. Pp. 18. 


Public Finance; Fiscal Policy; Taxation 

\enpt, H. W. The monetary theory of deficit spending—a comment on Dr. Clark Warburton’s 
rticle. Rev. Econ. Stat., May, 1946. Pp. 5. 

Bioucu, R. Some aspects of corporate taxation. Bull. Nat. Tax Assoc., June, 1946. Pp. 8. 

Booker, H. S. Lady Rhys Williams’ proposals for the amalgamation of direct taxation with 

cial insurance. Econ. Jour., June, 1946. Pp. 14. 

Lockers, L. B. Public works planning in government budgets. Conf. Bd. Bus. Record, Apr., 
1946. Pp. 3. 

Mrvrs, L. W., editor. A symposium of fiscal and monetary policy—the opinions of L.W. Mints, 
A, i Hansen, H. S. Ellis, A. P. Lerner, and M. Kalecki. Rev. Econ. Stat., May, 1946. 
Pp. 

SIMONS, HL C. Debt policy and banking policy. Rev. Econ. Stat., May, 1946. Pp. 5. 


"7 KWELL, M. M. The state income tax in California. Bull. Nat. Tax Assoc., June, 1946. 
) 13. 


Surrer, W. O. Divergent theories of national debt. So. Econ. Jour., July, 1946. Pp. 12. 

~~. Some questions relative to the management of the national government debt. Bull. Nat. Tax 
\ssoc., June, 1946. 

Watticu, H. C. La deuda publica y el ingreso nacional de Estados Unidos. Pt. 11. FE) Trimestre 
Econ., Apr.-June, 1946. Pp. 14. 

Treasury finance and banking developments. Fed. Res. Bull., May, 1946. Pp. 8. 
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Money and Banking; Short-Term Credit 

DE Roover, R. The Medici Bank-organization and management. Jour. Econ. Hist., May, 1946 
Pp. 29. — 

Grampp, W. D. The Italian lira, 1938-45. Jour. Pol. Econ., Aug., 1946. Pp. 25. 

Harpy, C. O. The monetary future of gold. Dun’s Rev., May, 1946. Pp. 9. 

Quantius, F. The insurance of bank loans and its implications. Jour. Bus. Univ. Chicago 
July, 1946. Pt. 1. Pp. 12. 

Rosies, J. G. La nueva ley monetaria y las reformas bancarias de Guatemala. E) Trimestre 
Econ., Apr.-June, 1946. Pp. 27. 

Venit, A. H. The National Bank in 1836; a partisan appraisal. Am. Hist. Rev., July, 1946. 
Pp. 4. 

WassERMAN, M. J. The new Ethiopian monetary system. Jour. Pol. Econ., Aug., 1946. Pp. 5. 

Appreciation of the Canadian dollar. Fed. Res. Bull., Aug., 1946. Pp. 7. 

Recent changes in consumer credit. Fed. Res. Bull., June, 1946. Pp. 6. 


International Trade, Finance and Economic Policy 
Biytu, C. D. Some aspects of Canada’s international financial relations. Canadian Jour. Econ 
and Pol. Sci., Aug., 1946. Pp. 11. 


Cuanc, T. The British demand for imports in the inter-war period. Econ. Jour., June, 1946 
Pp. 20. 

Crayton, W. L. The British loan and American world trade. Dun’s Rev., May, 1946. Pp. 10- 

Garcfa, C. B. Discusiones previas al primer tratado de comercio entre México y Estados Unides: 
1822-1838. E1 Trimestre Econ., July-Sept., 1946. Pp. 17. 

Jome, H. L. The three barriers to world-wide economic teamwork. Dun’s Rev., Aug., 1946. Pp. 12. 


Katecki, M. Multilateralism and full employment. Canadian Jour. Econ. and Pol. Sci., Aug., 
1946. Pp. 6. 


Keynes, J. M. The balance of payments of the United States. Econ. Jour., June, 1946. Pp. 16 
LANDMAN, J. H. Tax inducements for foreign trade. Conf. Bd. Bus. Record, Apr., 1946. Pp. 6, 


Marquez, J. Las propuestas comerciales anglonorteamericanas. El] Trimestre Econ., July- 
Sept., 1946. Pp. 16. 


MIKESELL, R. F. United States international financial policy. Canadian Jour. Econ. and Pol. 
Sci., Aug., 1946. Pp. 9. 
Establishment of Bretton Woods institutions. Fed. Res. Bull., Apr., 1946. Pp. 12. 


Business Finance; Insurance; Investments; 
Securities Markets 
LANDMAN, J. H. Tax implications of security transactions. Conf. Bd. Bus. Record, June, 1946 
Pp. 6. 
Postwar business finance. Fed. Res. Bull., July, 1946. Pp. 9. 


Public Control of Business; Public Administration; 
National Defense and War 

Cusuman, R. E. Constitutional law in 1944-45. The constitutional decisions of the Supreme 
Court of the U. S. in the October term, 1944. Am. Pol. Sci. Rev., Apr., 1946. Pp. 25. 

Fox, H. G. Patents in relation to monopoly. Canadian Jour. Econ. and Pol. Sci., Aug., 1940. 
Pp. 15. 

Hansen, H. E. Industry weighs new wage-price policy. Conf. Bd. Bus. Record, Apr., 1940. 
Pp. 3. 
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o’Manoney, J. C. Democracy or dictatorship in business and government. Dun’s Rev., Aprt., 
1946. Pp. 9. 
Rusing-point pricing and antitrust policy. Yale Law Jour., Apr., 1946. Pp. 18. 


Industrial Organization; Price and Production 
Policies; Business Methods 


rien, L. Organization-foundation of management. Advanced Manag., June, 1946. Pp. 5. 

Hopr, H. A. Organization, executive capacity and progress. Advanced Manag., June, 1946. 
Pp. 14. 

\irrcuett, W., JR., Organization of industry: British and American trade associations compared. 
Dun’s Rev., June, 1946. Pp. 10. 


Marketing; Domestic Trade 


nok, E. B. Marketing and full employment. Dun’s Rev., July, 1946. Pp. 16. 
\ , H. G. The Kansas City wholesale fruit and vegetable market. Jour. Bus. Univ. Chicago, 
July, 1946. Pt. 1. Pp. 15. 


Mining; Manufacturing; Construction 


Bowen, L. The future ouiput of the constructional industries in the United States. Econ. Jour., 
June, 1946. Pp. 22. 


Transportation; Communication; Public Utilities 
Norpen, J. A. Allocating demand costs. Jour. Land and Pub. Util. Econ., May, 1946. Pp. 8. 


Agriculture; Forestry; Fisheries 


Biack, J. D. Professor Schultz and C.E.D. on agricultural policy in 1945. Jour. Farm Econ., 
\ug., 1946. Pp. 18. 

FrernAnpez FERNANDEZ, R. Logros positivos de la reforma agraria mexicana. Trimestre 
Econ., July-Sept., 1946. Pp. 28. 

Forster, G. W. Southern agricultural economy in the postwar era. So. Econ. Jour., July, 1946- 
Pp. 7 

Harpin, C. M. The Bureau of Agricultural Economics under fire: a study in valuation conflicts. 

r. Farm Econ., Aug., 1946. Pp. 34. 

SHEPHERD, G. A rational system of agricultural price and income controls. Jour. Farm Econ., 
\ug., 1946. Pp. 17. 

Stepp, J. M. Southern agriculture’s stake in occupational freedom. So. Econ. Jour., July, 1946. 

Pp: 7; 

lsov, P. W. Modernization of Chinese agriculture. Jour. Farm Econ., Aug., 1946. Pp. 18. 

The balance sheet of agriculture, 1946. Fed. Res. Bull., Sept., 1946. Pp. 21. 


Economic Geography; Regional Planning; 
Urban Land; Housing 
\prams, C. The subsidy and housing. Jour. Land and Pub. Util. Econ., May, 1946. Pp. 9. 
Dennis, S. J. The housing shortage: causes and effects. Dun’s Rev., June, 1946. Pp. 14. 
Husert, G. A. A framework for the study of peripheral economic areas. Jour. Farm Econ., 
\ug., 1946. Pp. 17. 
Luar, M. C. Financing urban redevelopment. Jour. Land and Pub. Util. Econ., May, 1946. 


Pp. 12. 
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ProvinsE, J. H. and Kimpatt, S. T. Building new communities during war time. Am. So, 
Rev., Aug., 1946. Pp. 13. 


Trseuons, J. F. Institutional obstacles to land improvement. Jour. Land and Pub. Util. Eco; 


May, 1946. Pp. 11. 


Labor and Industrial Relations 


Forsey, E. Trade union policy under full employment. Canadian Jour. Econ. and Pol. § 
Aug., 1946. Pp. 13. 
Norturop, H. R. Literature of the labor crises. Pol. Sci. Quart., Sept., 1946. Pp. 14. 


VAN SICKLE, J. V. Regional aspects of the problem of full employment at fair wages. So. Econ. 


Jour., July, 1946. Pp. 10. 
Wiicox, W. W. The wartime use of manpower on farms. Jour. Farm Econ., Aug., 1946. Pp. 19 
The changing status of bituminous coal miners, 1937-46. Mo. Lab. Rev., Aug., 1946. Pp. 10 


Labour—management collaboration in the Canadian construction industry. Internat. Lab. Rey.. 


May-June, 1946. Pp. 9. 
The labor market in the transition. Fed. Res. Bull., Sept., 1946. Pp. 8. 


Wartime developments in trade union organisation in India. Internat. Lab. Rev., May-June, 


1946. Pp. 15. 


Wartime wages, income and wage regulation in agriculture. Pt. 2—Com parative wages and wave 


regulation. Mo. Lab. Rev., Aug., 1946. Pp. 10. 


Consumption; Codperation 
Howe, C. B. Food consumption at the national level. Jour. Farm Econ., Aug., 1946. Pp. 13 


Population; Migration; Vital Statistics 
TaevseER, I. B. The population potential of postwar Korea. Far East. Quart., May, 1946. Pp. 16 


WuHELPTON, P. K. Mr. Gottlieb on optimum population: an objection. Jour. Pol. Econ., Aug 
1946. P. 1. 


Wotrsern, S. L. and Jarre, A. J. Demographic factors in labor force growth. Am. Soc. Rev., 


Aug., 1946. Pp. 4. 
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FIFTY-NINTH ANNUAL MEETING OF THE 
AMERICAN ECONOMIC ASSOCIATION : 


Atlantic City, N. J.—January 23 to 26, 1947 
Preliminary Announcement of Program 


Thursday, January 23 ia 
|. MEETING OF THE EXECUTIVE COMMITTEE (10:00 a.m.) 


2). THE EMPLOYMENT ACT OF 1946 AND A SYSTEM OF NATIONAL BOOKKEEPING (8:00 P.M.) 
Chairman: T. O. Yntema, University of Chicago : i 
“The Council of Economic Advisers: The Lines of Approach,” E. G. Nourse, Council ia 
of Economic Advisers to the President 

‘Tracing Money Flows through the United States Economy,” M. A. Copeland, Na- 7 
tional Bureau of Economic Research {> 

Discussion: To be announced 2 

Friday, January 24 
3. PUBLIC DEBT: HISTORY (10:00 a.m.) 

Chairman: To be announced 

“The Origin and Growth of National Debt in Western Europe,” E. J. Hamilton, North- 
western University 

“History of Public Debt in the United States,’’ B. U. Ratchford, Duke University 

“History of Public Debt in Latin America,’ F. W. Fetter, Haverford College 

Discussion: To be announced 


1, THE CHANGING CHARACTER OF MONEY (10:00 a.m.) ‘ 

Chairman: Howard §S. Ellis, University of California 
“Who Holds Money and Why?” John K. Langum, Federal Reserve Bank of Chicago 
“What Rights Should the Holder of Money Have?” Karl H. Niebyl, Black Mountain 
College 


“Money as Pure Commodity,” Benjamin Graham, New York, N.Y. - 
“Money as Numeraire,” Walter Egle, Ohio State University -_ 


“Money as a Creature of the State,” Abba P. Lerner, New School for Social Research 
“The Relative Liquidity of Money and Other Things,” E.C. Simmons, University of 
Michigan 
“Money in the Russian Economy,” Alexander Gerschenkron, Board of Governors, 
Federal Reserve System 
“The Payment of Interest on Series E Bonds,” Earl Rolph, University of California 
“International versus Domestic Money,” Robert Triffin, Internationa! Monetary Fund i 
Summary: “The Probable Futurity of Money,” Howard S. Ellis, University of Cali- 
fornia 
Discussion: Open to all 


(HE ROLE OF SOCIAL SECURITY IN A STABLE PROSPERITY (10:00 A.M.) ; 
Chairman: Eveline M. Burns, New York School of Social Work, Columbia University pe 
Title of paper to be announced—Lewis Meriam, Brookings Institution 
Title of paper to be announced—Eliot J. Swan, Federal Reserve Bank of San Fran- 

cisco 
Discussion: To be announced 
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6. LUNCHEON MEETING: THE ECONOMIC OUTLOOK (12:30 P.M.) 


Chairman: Woodlief Thomas, Board of Governors of the Federal Reserve System 

“Forecasting and Planning in the Transition Period,’ Woodlief Thomas, Board of 
Governors of Federal Reserve System 

“The Outlook for Incomes and Spending,” Ragnar Naess, Naess and Cummings 

“The Business Outlook,” Leonard P. Ayres, Cleveland Trust Company 


7. THE PUBLIC DEBT: EFFECTS ON INSTITUTIONS AND INCOME (2:30 p.m.) 
Chairman: To be announced 
“Public Debt and Income,” Aryness Joy Wickens, U. S. Bureau of Labor Statistics 
“Public Debt and Institutions,” Donald Woodward, Mutual Life Insurance Co. oj 
New York 
Discussion: To be announced 


8. THE ECONOMY OF THE U.S.S.R. (2:30 P.M.) 


Chairman: Jacob Marschak, University of Chicago 
“Soviet National Income Estimates—Their Distinguishing Characteristics and Prob- 
lems,” Paul Studenski, New York University 

“The Future Expansion of the Soviet Economy,” Harry Schwartz, Syracuse University 
“The U.S.S.R. in the Proposed International Trade Organization,” Alexander Ger- 
shenkron, Board of Governors of the Federal Reserve System 
Discussion: Abram Bergson, Columbia University 

Abba P. Lerner, New School for Social Research 

W. W. Leontief, Harvard University 


9. DOMESTIC VERSUS INTERNATIONAL ECONOMIC EQUILIBRIUM (2:30 P.M.) 
Chairman: To be announced 


“Full Employment Policies and Multilateral Trade,’’ Arthur Smithies, Bureau of the 
Budget 


“Internal and External] Considerations of Monetary Policy,’”’ Ragnar Nurkse, Institute 
for Advanced Study 
Discussion: Gottfried Haberler, Harvard University 
Howard S. Ellis, University of California 
Others to be announced 


10. DINNER MEETING (6:30 P.M.) 


Chairman: F. A. Goldenweiser, Institute for Advanced Study 
“Some Cleavage arnong Economists,” J. M. Clark, Columbia University 
“The Outlook for the United Kingdom,” Henry Clay, Oxford University 


11. THE SOCIAL AND ECONOMIC SIGNIFICANCE OF ATOMIC ENERGY (8:00 P.M.) 
Chairman: W. W. Riefler, Institute for Advanced Study 
“Vulnerability of Countries to Atomic Bomb Attack,” Ansley Coale, Social Science 
Research Council 
“Potentialities of Atomic Energy as a Source of Power,” Speaker to be announced 
Discussion: Louis Dembitz, Board of Governors of the Federal Reserve System 


12. PRICES: THE WARTIME HERITAGE AND SOME PRESENT PROBLEMS (8:00 P.M.) 
Chairman: Frederick C. Mills, Columbia University 
“Price Control: a Review and Appraisal,” J. K. Galbraith, Fortune Magazine 
“Wage-Price Relationships,” John T. Dunlop, Harvard University 
Discussion: Corwin D. Edwards, Northwestern University 
Melvin G. de Chazeau, Committee for Economic Development 
Elmer J. Working, University of Illinois 


13. BANKING PROBLEMS (8:00 P.M.) 
Chairman: To be announced 
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“The Management of Commercial Bank Holdings of Treasury Securities,” Charles C. 
Abbott, Harvard University 
“Principles of Banking Reform,” Harold L. Reed, Cornell University 
Discussion: H. H. Preston, University of Washington 
Emile Despres, Williams College 
William R. White, Guaranty Trust Company, New York 
Others to be announced 


Saturday, January 25 
i4, PUBLIC DEBT: MONETARY ASPECTS (10:00 a.m.): Session to be arranged 


it 

15, LABOR PRODUCTIVITY (10:00 a.m.) 
Carter Goodrich, Columbia University 
Julius Hirsch, New York City 


Others to be announced 


16. ROUND TABLE ON UNDERGRADUATE TEACHING OF ECONOMICS (10:00 A.m.) 
Report of Committee by Horace Taylor, Columbia University 
Other participants to be announced 


7. LUNCHEON MEETING (12:30 p.m.): Speakers and subject to be announced 


18. VITAL PROBLEMS IN LABOR ECONOMICS: APPROACHES AND AREAS FOR RESEARCH (2:30 P.M.) 


Chairman: J. Douglas Brown, Princeton University 
“Wages,” Charles A. Myers, Massachusetts Institute of Technology 
“Labor-Management Relations,” Frederick H. Harbison, University of Chicago 


19. RAILROADS AND PUBLIC UTILITIES (2:30 P.M.) 
To be announced 


20, ROUND TABLE ON THE PROPOSED REVIEW OF ECONOMICS PROJECT (2:30 P.M.) 


Chairman: A. B. Wolfe, Ohio State University 
Others to be announced 


21. ANNUAL BUSINESS MEETING (5:00 p.m.) 


22. PRESIDENTIAL ADDRESS (8:00 P.M.) 


Chairman: To be announced 
Speaker: E. A. Goldenweiser, American Economic Association 


Sunday, January 26 


23. MEETING OF THE EXECUTIVE COMMITTEE (9:00 A.M.) 


24. HOUSING PROBLEMS (10:00 a.m.) 
Chairman: William A. Berridge, Metropolitan Life Insurance Company 
“Observations on the Provision and Use of Housing Census Data,”’ Howard G. Bruns- 
man, Bureau of the Census, Department of Commerce 
“Objectives and Accomplishments of the Veterans’ Emergency Housing Program of 
1946,” Coleman Woodbury, University of Wisconsin 
Discussion: Richard U. Ratcliff, University of Wisconsin 
J. Bion Philipson, National Housing Agency 
Arthur M. Weimer, Indiana University 
Miles L. Colean, Washington 


25, ROUND TABLE ON ECONOMIC RESEARCH (10:00 A.M.) 
Chairman: Simeon E. Leland, Northwestern University 
Papers to be announced 
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26. ECONOMIC FORECASTS (10:00 a.m.) 


Frank Garfield, Board of Governors of the Federal Reserve System 
Others to be announced 


Hob 
The following persons have recently become members of the AMERICAN Econoux H es 
ASSOCIATION: Hor 
Addington, H. E., 3900 Hamilton Ave., Apt. C-204, Hyattsville, Md. ha 
Afros, J. L., 172 Mississippi Ave., S.E., Washington 20, D.C. Kapia 


Alivia, G., via Cagliari 2, Sassari, Sardinia, Italy 

Anderson, D. A., School of Commerce, Room 432, Washington Square, New York 3, N.Y. 
Arrington, L. J., Utah State Agricultural College, Logan, Utah Kautz 
Babcock, Miss C. J., 1560 Ansel Road, Cleveland 6, Ohio Kemy 
Badri Rao, S. R. N., 56 Wendell St., Cambridge, Mass. 

Baker, J. A., 3030 S. Buchanan St., Arlington, Va. 

Barone, S. V., 431 Brandywine St., S.E., Washington, D.C. 

Black, D. M., Graduate House, Massachusetts Institute of Technology, Cambridge 39, Mass 
Blake, A., 3200-19th St., N.W., Washington, D.C. 

Blitman, S., 4041 Tax Res., U. S. Treasury, Washington 25, D.C. 

Bowles, C., Hayden’s Point, Essex, Conn. 

Bowman, Miss J. C., 640 Mason St., San Francisco 2, Calif. 

Bowman, R. T., 5109 Township Line Road, Drexel Hill, Pa. 

Boyd, R. L., University of Illinois, 414 Kinley Hall, Urbana, III. 

Break, G. F., 119 South Hall, University of California, Berkeley, Calif. 

Browne, J. H., No. 75333227, Royal Army Medical Corps, 52 Indian General Hospital (C), 


Rangoon, Burma Mat 
Buttrick, J. A., 2726 Yale Station, New Haven, Conn. oe 
Clark, R. N., 32 Longview Drive, Longmeadow, Mass. Mcd 
Coffman, R. H., 523 Meadow Lane, Falls Church, Va. Mck 
Copeland, J., 2708 Cathedral Ave., N.W., Washington 8, D.C. Mc\ 
Crawford, W. H., 320 Murray Ave., Englewood, N.J. — 
Crobaugh, A. B., 18530 Winslow Road, Shaker Heights, Ohio M 


Cutler, H. A., 45 Wallis Ave., Jersey City, N.J. 

David, C. W., University of Pennsylvania Library, Philadelphia 4, Pa. 

Davison, R. L., 17625 Archdale Ave., Lakewood 7, Ohio 

Dekock, J., 4866 Cote des Neiges Road, Montreal, Quebec, Canada 

Denison, Mrs. D. C., 1125 Lincoln Dr., Grand Forks, N.D. 

Derrick, S. M., Dept. of Economics, University of South Carolina, Columbia, S.C. 
Diamond, H. M., College of Bus. Admin., Lehigh University, Bethlehem, Pa. she 
Douglass, Miss B., 3665-38th St., N.W., Washington, D.C. ye 
Doyle, J. F., Jr., 4846 A-28th St., S., Arlington, Va. 

Einzig, R., 13133 LaSalle Blvd., Detroit 6, Mich. 

Epstein, J. B., 1841 Summit Place, N.W., Washington 9, D.C. 

Erselcuk, M., 614 N. Sixth St., Lafayette, Ind. 

Estrin, J. C., 756 Pelham Pkwy., New York 60, N.Y. 

Fefferman, A. S., Division of Tax Research, U. S. Treasury, Washington, D.C. 
Fitzsimmons, J. F., 2825 N. Maryland Ave., Milwaukee 11, Wis. 

Friedman, I. S., 3827 W St., S.E., Washington, D.C. 

George, E. B., Dun and Bradstreet, Inc., 290 Broadway, New York, N.Y. 
George, H. C., c/o Donald R. G. Cowan, 1214 Citizens Bldg., Cleveland 14, Ohio 
Ginsburg, W. L., 1730 P St., N.W., Washington 6, D.C. 

Gordon, F. L., 1711 E. 174th St., New York 60, N.Y. 

Gort, M., 320 Riverside Drive, New York, N.Y. 

Green, H. W., 1001 Huron Road, Cleveland 15, Ohio 

Guild, E. W., 1421 Masonic Ave., San Francisco 17, Calif. 

Haase, Miss H., 1433 Belmont St., N.W., Washington 9, D.C. 

Hadorn, FE. T., 220 Mumford Hall, Columbia, Mo. 

Halterman, J. F., University of California, Santa Barbara, Calif. 
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Haverkamp, L. J., Wilson and Co., 41st St. and S. Ashland Ave., Chicago 9, Ill. 
Heine, I. M., War Shrpping Administration, Dept. of Commerce Bldg. W ashington 25, D.C. 
Her dricks, H. G., 216 Hickory St., San Antonio, Tex. 
Hobbes, V. G 3474 Walkley Ave., Montreal, Quebec, Canada 
Holl ley, Mrs JL ., 2700 Q St., NW. , Washington 7, D.C. 
H 1325 E. 19th St., Brooklyn 30, N.Y. 
Kamins, R. M., 1400 E. 70th St., Chicago 37, Ill. 
Kaplan, “ ‘ "15 Madison St., N.W., Washington 11, D.C. 
Kay ., 1631 Fort Davis St., S.E., Washington 20, D.C. 
Kay , 3445-38th St., N.W., Washington, D.C. 
Kautz ma LB Stanwich Road, Greenwich, Conn. 
Kempster, J. H., Massachusetts Institute of Technology, Dept. of Economics, Cambridge 39, 
Mass 
Konijn, H. S., 1823 N. Monroe St., Arlington, Va. 
Kreutzberg, Mrs. A. D., c/o Donald R. G. Cowan, 1214 Citizens Bldg., Cleveland 14, Ohio 
Kri hbaum, P. E., 821 Maryland Ave., N.E., Washington 2, D.C. 
gz, R. O., S. C. Johnson and Son, Racine, Wis. 
Levins tein, » Miss G., Briggs Hotel, Detroit 26, Mich. 
Li 5300-65th Place, Maspeth, N.Y. 
Loft, "20th St., Brooklyn 10, N.Y. 
London, J., 2493 Overlook Road, Cleveland Heights, Ohio 
Magee, R. H., Standard Register Co., Dayton 1, Ohio 
Marcus, H. G., 401 Broadway, New York 13, N.Y. 
Margolis, J., 69 A Dana St., Cambridge, Mass. 
Mathias, A. R., Box 43, West Hall, Texas Technical College, Lubbock, Tex. 
Mayne, A., 76 Brighton Ave., Bloomfield, N.J. 
McNeill, J. W., 20528 Morewood Parkway, Rocky River 16, Ohio 
McRaith, J. F,, 209 University Hall, Iowa City, Iowa 
McVay, - ., North Carolina State College, Raleigh, N.C. 
Mille * , Time, Inc., 9 Rockefeller Plaza, New York 20, N.Y. 
Miller, 1132 S. 60th St., Philadelphia 43, Pa. 
Morger he S. A., 1860 Forest Hills Blvd., East Cleveland, Ohio 
Myers, D. B., 2120-16th St., N.W., Washington 9, D.C. 


en, A. B., College of Business Administration, University of Denver, 211-15th St., Denver 


2, Colo. 
A. Hotel, Washington, D.C. 
hep »., 33 W. Kyrke St., Chevy Chase, Md. 

Peer 0. , 2429 Chain Bridge Road, N.W., Washington, D.C. 
Persons, R H., Jr., 1807 Rio Grande, Austin 21, Tex. 
Petshek ay R, 14 Centre St., Cambridge, Mass. 
Pitkin, W. A., Southern Illinois Normal University, Carbondale, III. 
Pollis he ss A., 3205 Guilford Ave., Baltimore 18, Md. 
Poole, R. S., 4804 Drummond Ave., Chevy Chase, Md. 
Powers, R., Clemson Agricultural College, Clemson, S.C. 
Reg YJ. H., Jr., 185 Church St., Middletown, Conn. 
Rut , University of Southern California, University Park, Los Angeles 7, Calif. 
Saunders, R. §., 2379 Madison Road, Cincinnati 8, Ohio 
Schechter, H. B., 2851 Denver St., S.E., Washington 20, D.C. 
Sc] h enk Wd »., 806 S. 3rd St., Champaign, Til. 
Schloss, H H 5102 Walker Ave., Lincoln 4, Neb. 
Schwartz, H., 113 Ramsey Ave., Syracuse 3, N.Y. 
Schwein itz, K., Jr., 78 Lake Place, New Haven A-11, Conn. 

eitzer, M. D., 60 W. 10th St., New York 11, N.Y. 
ith, a 3600 Beverly Drive, Dallas 5, Tex. 

G. R., 1411 West Wood St., Decatur, Ill. 

gle, R. E., 200 S. New Hampshire Ave., Los Angeles 4, Calif. 
pencer, Miss M. W., 6642 Minerva Ave., Chicago 37, Il. 
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Templeton, J. M., 30 Rockefeller Plaza, New York 20, N.Y. 
Thurston, H. M., Interlaken, North Muskegon, Mich. 
Tilove, R., 1906 Wightman St., Pittsburgh 17, Pa. 
Underhill, H. F., Extension Division, Indiana University, 122 E. Michigan St., Indianapolis, 
Ind. 
Wai, U. T., c/o M. S. Min, Garlands, Harrow, Harrow on the Hill, Middlesex, England 
Wark, R., c/o Banner Cross Hall, Sheffield 11, England 
Wilmington, M. M., 306 Third Ave., New York, N.Y. 
Winston, C., 1420 Tuckerman St., N.W., Washington 11, D.C. 
Yakel, R., Jr., Evansville College, Evansville, Ind. 
Yorkin, Miss M, J., George Washington Hotel, Washington, Pa. 
Young, J. C., 614 N. Nevada Ave., Colorado Springs, Colo. 
Herbert E. Mills, professor of economics at Vassar College for many years, died at his home 
in Poughkeepsie on March 9, 1946. 
Dr. Maurice Henry Robinson, professor of economcs, emeritus, at the University of Illinois, 
died very suddenly the 28th of February, 1946, at Pine Orchard, Conn. 


Appointments and Resignations 


Gardner Ackley has returned to the University of Michigan as assistant professor of eco- 
nomics. 

Walter Adams has joined the staff of the department of economics at the University of 
Illinois as an instructor. 

King Adamson has been appointed assistant professor of economics at Wayne University. 

Ray Albright has been appointed instructor in economics at Purdue University. 

Sidney S. Alexander has accepted an appointment as assistant professor in the department 
of economics of Harvard University. 

Rendel B. Alldredge has been appointed acting instructor in economics at Stanford Uni- 
versity. 

William H. Anderson, formerly of the University of Wisconsin, is now associate professor of 
economics at the University of Southern California. 

Paul Arnolds-Patron has resigned from Texas Technological College and has joined the 
staff of Centre College as associate professor of economics and sociology. 

Robert L. Aronson is a part-time assistant in economics at Princeton University. 

Karl E. Ashburn, formerly economist with the War Assets Administration, is now associate 
professor of economics at the University of Florida. 

Jules Backman has been promoted from the rank of assistant professor to that of associate 
professor in the department of economics of the School of Commerce of New York University 

Richard W. Ballantine is a part-time assistant in economics in Princeton University. 

Robert Bartels, formerly of the University of Washington and of the University of Cali- 
fornia, has become an associate professor of marketing at the Ohio State University 

Robert Beattie has joined the staff of the School of Business Administration at the Uni- 
versity of Minnesota as an instructor. 

A. P. Becker has been appointed assistant professor in the department of economics at 
Ohio State University. 

D. M. Beights has resigned as professor of accounting at the University of Florida. 

Konrad Bekker, formerly of the University of Kentucky, is now research analyst in the 
Department of State. 

Philip K. Bergner, who has been deputy collector of internal revenue at Wheeling, has been 
appointed assistant professor of accounting at Washington and Jefferson College. 

Julio N. Berrettoni has rejoined the faculty of the School of Business Administration at the 
University of Minnesota as assistant professor of economics. a; 

Joseph J. Biery has been appointed associate professor of accounting at the University ol 
Kansas. 
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eR 
George E. Bigge, a member of the Social Security Board, recently returned from Germany 
chere he served with the American Military Government, is offering a course in social security 
» the Graduate School of Social Science, the Catholic University of America. 
s Edward Birnberg is an instructor in the School of Business Administration at the University 


of Minnesota. 

Henry Bittermann has resigned his position as professor of economics at Ohio State Uni- 
versity to continue his work in the Division of Monetary Research in the Treasury Depart- 
ment. 

Iylian R. Black has been appointed instructor in accounting at Duke University. 

Raymond F. Blackburn has been promoted from associate professor to professor of statis- 
-s in the School of Business Administration of the University of Pittsburgh. 

Forrest C. Blood, Jr., has been appointed part-time assistant in the department of economics 
‘the College of Business Administration at the University of Nebraska. 


Floyd A. Bond has resigned from the University of Michigan to accept a position at Carleton 
” College as associate professor of economics. 
Sidney Borden has been appointed junior assistant in the department of economics, School 
‘Commerce, New York University. ; 


Nathan Borofsky is a junior assistant in the department of economics, School of Commerce, 
a New York University. 
l Richard M. Bourne, formerly regional Office of Price Administration economist for Wy- 
: ming, is now attached to the staff of the College of Business Administration of the University 
{ Nebraska as instructor in economics. 


° Walter A. Bowers is serving as lecturer on transportation and research associate at the 
University of Kansas. 

Beverly Bowman has been appointed assistant professor of business administration at 
Clark University. 

Charles Bradley is serving as a part-time assistant in the department of economics at the 
University of Illinois. 

Harry G. Brainard, formerly economist with the Office of Price Administration and more 
recently on special assignment with the Army in Japan, is now associate professor of economics 
at Michigan State College. 

Merwyn G. Bridenstine, who served as Major in the Army Air Forces during the war, was 
appointed assistant dean in the College of Business Administration at Butler University in 
January, 1946. 

Royal J. Briggs has accepted the chairmanship of the social studies and business division at 
Central Missouri State College and is also serving as professor of economics. 

Stuart R. Briggs has been appointed assistant professor of accounting at Claremont College 
School for Men. 

Paul L. Brown, recently of the University of North Carolina, has been appointed assistant 


professor of marketing at the Ohio State University. 

Leslie A. Bryan is now serving as professor of business operation and organization and also 
as director of the Institute of Aeronautics at the University of Illinois. 

Emory P. Burnett has been appointed part-time assistant in the department of economics 
i the College of Business Administration at the University of Nebraska. 

_Juds m O. Burnett, formerly professor of accounting and economics at Northern Montana 


lege, has accepted a position as assistant professor of accounting in the College of Business 
Administration of the University of Nebraska. 


( 


Donald Burns is assistant professor of accounting at the University of Florida. 


M. H. Butler has been appointed part-time assistant in the department of economics at the 


University of Illinois. 


| Carl Cabe is a part-time assistant in the department of economics at the University of 
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J. D. Calderwood has been promoted to assistant professor of economics at Ohio § 


A tate 
University. 


John E. Candalet, formerly associate professor of economics at Rhode Island State Collece 
and during the war a Lieutenant Commander in the Navy, is assistant professor of economics 
and also counsellor of students at Trinity College. 

David Cartwright has joined the staff at the University of Minnesota as an instructor. 


Ethel Chase has accepted an appointment as assistant in the department of economics a: 
the University of Illinois. 


Willard Cheley, formerly of Louisiana State University, has been appointed instructor in 
economics at Lafayette College. 

John Chisholm, of the University of Alabama, is instructor in economics in the College of 
Commerce of Louisiana State University. 

Aaron H. Chute has resigned from the University of Minnesota to become professor oj 
marketing and head of the marketing division at the University of Toledo. 

John D. Clark has resigned as dean of the College of Business Administration of the Uni- 
versity of Nebraska to accept an appointment as one of the three members of President 
Truman’s Council of Economic Advisers, in Washington, D.C. 

Edwin C. Clarke has been appointed assistant professor of economics in the Schoo! oj 
Business Administration of the University of Pittsburgh. 

T. C. Cobb has accepted a part-time assistantship in the department of economics at tly 
University of Lllinois. 

Philip Coldwell has been appointed part-time assistant in the department of economics at 
the University of Illinois. 

Virgil Conkling is a part-time instructor in accounting at the University of Florida. 

A. E. Coons has been appointed assistant professor in the department of economics a 
Ohio State University. 

E. Theodore Couch has been appointed assistant professor of accounting at the Universit; 
of Florida. 

Virgil D. Cover, until recently a Lieutenant in the Navy, has accepted a position as associate 
professor of transportation at Syracuse University. 


T. Hillard Cox has been appointed professor of management at Louisiana State University 


V. C. Crisafulli is assistant professor of economics and head of the department of economics 
at the branch college of Syracuse University in Utica, N.Y. 


Mervyn Crobaugh has resigned as associate professor of economics at Washington and Lee 
University to continue his work with the Office of Price Administration in Cleveland. 


Earl C. Crockett, professor of economics at the University of Colorado, has been given 4 
leave of absence during the fall term to conduct a tax survey of the state of Colorado. 


Maude Cuenod, of West Texas State Teachers College, is instructor in business correspond- 
ence at Louisiana State University. 


Kenneth J. Curran has resumed his duties as assistant professor of economics after three 
years’ war service with the Allied Military Government in Italy as Lieutenant Colonel. 


Roy E. Curtis has resigned as professor of economics at the University of Missouri to con 
tinue his work with the Transportation Division of Office of Price Administration. 


Lawrence A. Cusack, formerly head of the department of economics at Creighton Univer- 
sity and now connected with the U. S. Internal Revenue Bureau, is giving a course in adv anc , 
accounting theory in the Graduate School of Social Science of the Catholic University ©! 


America. 


Howard A. Cutler has resigned as instructor in economics at the State University of lowa 
to accept a position with the Irving Trust Company in New York City 


Ernest Dale is serving as lecturer in labor relations in the School of Business of Columbia 
University during the current academic year. 
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George Dandelake has been appointed part-time instructor in accounting at the University 
Florida 
Carl A. Dauten is associated with the School of Business and Public Administration at 

j,shington University as associate professor of commerce and finance. 

Gilbert C. Davis, Jr., has been appointed a part-time assistant in economics in Princeton 

Smith Davis has been appointed a part-time assistant in the department of economics of the 
‘yllece of Business Administration of the University of Nebraska. 

¢. C. Dawson is head of the department of commerce and business administration at 
Mississippi Southern College. 

Robert G. Deupree, recently with the Office of Price Administration in Washington, has 
yen appointed associate professor of business administration at the University of Tennessee. 

Ralph L. Dewey has been appointed professor of economics and assistant dean of the 
yraduate School at Ohio State University. 

Frank G. Dickinson, associate professor of economics at the University of Illinois, has been 
zanted a leave of absence to accept the position of director of the Bureau of Medica! Eco- 
s for the American Medical Association. 
r| F. Diessner is serving as a lecturer in business law at Minnesota. 

r T. Dietz has been appointed a part-time assistant in economics in Princeton Uni- 


James Dingwall was appointed associate professor in the College of Business Administra- 
at Butler University in September, 1946. 
Richard W. Dittmer, economist and project director in Opinion Research Corporation, is 
erving as part-time lecturer in economics in Princeton University. 
Wenzil K. Dolva is professor of retailing at the School of Business and Public Administra- 
tion of Washington University. 
in F. Donaldson has been promoted to the rank of professor of finance at the Ohio State 
William L. Doremus, recently discharged from the Army, where he served as chief statisti- 
n the Office of the Quartermaster General and as instructor at the Biarritz Army Univer- 
'y Center, has rejoined the faculty of New York University School of Commerce as assistant 
professor of marketing. 
Lawrence S. Dreiman has left the University of Minnesota to join the staff of the finance 
vision of the military government in Vienna. 
Delbert J. Duncan, formerly at Northwestern University, is professor of marketing in the 
School of Business and Public Administration of Cornell University. 


Stahrl W. Edmunds has been appointed lecturer in economics at the University of Minne- 


©. Edwards is an assistant in accounting at Washington and Jefferson College. 


1! WV. Ellis, formerly of Bethany College, has accepted a position as associate professor 
mics at the University of Oregon. 

\Ured Essock was appointed assistant professor in the College of Business Administration 

‘ butler University in September, 1946. 


M. Rhett Everhart, formerly Lieutenant in the Navy, is now instructor in accounting in 

€ Schoo! of Business Administration, University of Tennessee. 

Solomon Fabricant has been appointed lecturer in American economic history in the de- 
ment of economics of the School of Commerce of New York University. 

\Leorge Fair has resumed his teaching as instructor in accounting at Louisiana State Uni- 


versity after four years’ service in the Army. 


Frank W. Fetter, chairman of the department of economics at Haverford College, returned 


n September, 1946, after spending three and one-half years with the Office of Lend-Lease 
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Administration and the Department of State. During his last year with the Department 
State he was chief of the Division of Investment and Economic Development. 
Paul! Fisher, of Clark University, is now associated with Dartmouth College. 


Dwight P. Flanders has been appointed assistant professsor of economics at the University o! 
Illinois. 


Michael T. Florinsky has been appointed lecturer in European economic history in the de. 


partment of economics, School of Commerce, at New York University. 


I. S. Fosnaugh has joined the staff of the department of economics at the University of Illi 
nois as an assistant. 


Herbert W. Fraser has been appointed a part-time assistant in economics in Princeton Uni- 


versity. 

C. W. Fristoe is a part-time assistant in the department of economics at the University of 
I)linois. 

Earl S. Fullbrook, who returned as professor of marketing in February, 1946, from leave o! 
absence as executive manager of the Lincoln Chamber of Commerce, has been appointed de: 
of the College of Business Administration of the University of Nebraska. 

J. Herbert Furth, of the Board of Governors of the Federal Reserve System, will offer tw 
courses in the Graduate School of Social Science, the Catholic University of America, durir 
the academic year 1946-47. 


Walter Galenson has been appointed an annual instructor in the department of economics 


of Harvard University. 

John S. Gambs, until recently international labor relations advisor in the U. S. Department 
of Labor, has accepted an appointment as professor of economics at Hamilton College. 

Roy L. Garis, formerly of Vanderbilt University, is now professor of economics at the U 
versity of Southern California. 

J. Kenneth Gerdel is assistant professor of personnel in the School of Business and Publi 
Administration of Washington University. 

George Gibbs, Jr., has become economist with the National Theatres Corporation in L 
Angeles, after serving as Lieutenant Commander on active duty with the Navy in the Pacifi 
theatre. 

Harold Gold is serving as lecturer in the School of Business Administration at the Universit; 
of Minnesota. 


Richard M. Goodwin has accepted an appointment as assistant professor in the department 
of economics of Harvard University. 

Wytze Gorter is an acting instructor in economics at Stanford University. 

Russell Grady has been appointed associate professor of accounting at the University ‘ 
Florida. 

H. D. Graham has been appointed part-time assistant in the department of economics « 
the University of Illinois. 

William D. Grampp, formerly of De Paul University, has accepted an appointment 
assistant professor at Syracuse University. 

Edith Green has resigned from the Social Security Board in Washington to become an | 
structor in economics at Denison University. 

FE. Claibrook Griffith has been appointed associate professor of economics at Washington a! 
Lee University. 

Gertrude Grodski is attached to the department of economics at the University of Ili 
as a part-time assistant. 

Earl C. Hald, until recently regional economist for the Office of Price Administration i 
Francisco, has been appointed assistant professor of economics at the University of Was 
ton. 


Ctate 


Charles FE. Hales, formerly chairman of the division of social studies at Colorado 
College of Education, has been appointed associate professor of economics in the Scho 
Business Administration, University of Tennessee. 
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Challis C. Hall, Jr., has been appointed an annual instructor in the department of economics 
of Harvard University. 
Franklin P. Hall has been appointed associate professor of economics and sociology at Clark 
Ur iversity. 
Morrison Handsaker, formerly at Occidental College and at the University of California at 
ios Angeles, has been appointed chairman of the economics department at Lafayette College. 
B. Hannay has been appointed a part-time assistant in economics in Princeton Uni- 
Re ‘ 1 R. Hardin resigned as chairman of the department of economics and business at 
rea College in July to accept the position of professor of business and economic history in 
ve of Business Administration of the University of Arkansas. 


Charles O. Hardy has left the Federal Reserve Bank of Kansas City to become economist 
with the Chicago Association of Commerce. 

H. Gordon Hayes, professor of economics at the Ohio State University, was a member of 
the summer session staff at the University of Wisconsin. 


r| O. Heady has been promoted to the position of associate professor of agricultural eco- 
ics at lowa State College. 
Theodore C. Helmreich is assistant professor of economics at Purdue University. 
Leo Herbert has resigned as assistant professor of accounting at Louisiana State University 
ept a position at Brigham Young University. 
\Villiam H. Hickman has been appointed acting instructor in economics at Stanford Uni- 


1m J. Hill, Lieutenant Commander of the Navy attached to the department of naval 

ind tactics at the University of Minnesota, is also serving as an instructor in econom- 
Byron Hilley is an instructor in business law at the School of Business Administration, 
ry University. 


} 


Randal! Hinshaw is now an assistant professor of economics at Amherst College. 

Howard L. Hoag has been appointed instructor in economics at Purdue University. 

J E. Hodges has accepted a position as assistant professor of economics at the Rice Institute 
| is also serving as economist to the Hughes Tool Company. 

Harold J. Hoflich, formerly United States Treasury representative in Manila, P.I., has been 
ted lecturer in economics for the academic year 1946-47 at the University of California, 


gar M. Hoover has been promoted to the rank of professor of economics at the University 
of Michigan. 
Mary Hudson, of the University of Pennsylvania, has accepted an appointment as instruc- 
‘or in economics at the College of William and Mary. 
'homas N. Humble has been appointed assistant professor of accounting at the University 
Florida. 
Charles Hyson has been appointed an annual instructor in the department of economics of 
larvard University. 
\sher Isaacs has been promoted from associate professor to professor of economics in the 
ol of Business Administration of the University of Pittsburgh. 


Cy 


anley F. Jablonski has been promoted from assistant professor to associate professor of ac- 

inung in the School of Business Administration of the University of Pittsburgh. 

Nathaniel Jackendoff is a part-time assistant in the department of economics at the Uni- 

rsity of Illinois. 

irthur D. Jacobsen has resigned as associate professor of economics and business admin- 
nm at the University of Redlands to become chairman of the School of Business and 

conomics of Eastern New Mexico College. 


E. A. J. Johnson, of the department of economics, School of Commerce, New York Univer- 
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sity, is on leave of absence for the year 1946-47 to serve as Secretary of Commerce in the 
National Government of Korea. 

Kenneth Johnson has been promoted to acting: assistant professor of economics at Stanford 
University. 

R. C. Journey, who was formerly engaged i in government economic and statistical investiga- 
tions and who taught courses in economics during the 1946 summer session at Xavier Univer 
sity, has been appointed assistant professor of economics at Washington and Jefferson College 

M. J. Jucius has been appointed professor of industria] management and personnel at the 
Ohio State University. 

Jacob R. Karp has been appointed a part-time assistant in economics in Princeton Univer 
sity. 

F. E. Keller has resigned from the staff of West Virginia University to accept a position 
with the United States Chamber of Commerce. 

James W. Kelley, formerly of the U. S. Department of Labor, has joined the staff of the 
College of Business Administration at Boston University. 

Ralph Kelmon has been appointed assistant professor of accounting at the University of 
Florida. 

Charles J. Kennedy, formerly professor of history and chairman of the department of socia! 
science at Iowa Wesleyan College, has accepted an appointment as assistant professor of eco- 
nomics in the College of Business Administration of the University of Nebraska. 

Marsha]! D. Ketchum is associate professor of finance in the School of Business of the Uni 
versity of Chicago. 

Charles C. Killingsworth, formerly of Johns Hopkins University and of the Social Security 
Administration, has been appointed associate professor of economics at Michigan State Colleg: 
in the field of industrial relations. 

Eugene Kindler has been appointed instructor in the School of Business Administration at 
the University of Minnesota. 

Willys R. Knight, formerly at the University of Maryland, is now an instructor in economics 
at Michigan State College. 

Leslie A. Koempel has been appointed assistant professor of sociology at Vassar. 

Paul B. Kohberger is instructor in economics and also assistant to the dean of the Schoo! 
of Business Administration at the University of Pittsburgh. 

Paul Kohler has been appointed assistant professor of economics in the department of eco 
nomics and sociology at the University of Wyoming. 

Clifton H. Kreps, Jr., has been appointed instructor in economics at Pomona College. 

Juanita M. Kreps has resigned as instructor in economics at Denison University to con- 
tinue her graduate study at Duke University. 

Milo Kimball, formerly at Ohio State University, is now associate professor of economics 
at Rhode Island State College. 

Herman E. Krooss is a senior assistant in the department of economics, School of Commerce 
New York University. 

E. R. Kuchel has joined the staff of the department of economics and sociology at the Uni- 
versity of Wyoming as an instructor in economics. 

Kenneth K. Kurihara has been appointed instructor in economics in Princeton University 


Ernest Kurnow has been appointed a junior assistant in the department of economics 
School of Commerce, New York University. 

Earl R. Larson has returned to the staff of the School of Business Administration at the 
University of Minnesota as a lecturer in business law. 

Maurice C. Latta, formerly head of the department of economics of Doane College, 


been appointed assistant professor of economics in the College of Business caieaeten of ol 
the University of Nebraska. 
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Robert M. Leeds has been appointed part-time instructor in economics and business at the 
vniversity of Missouri for the current academic year. 

Berne C. Lemke has been promoted to the position of associate professor of accounting at 
lowa State College. 

\Villiam S. Lennon has resigned from the staff of West Virginia University to become in- 
tor in economics at Washington and Jefferson College. 

George E. Lent has accepted an appointment as acting associate professor of economics at 
the University of North Carolina. 

Marvin Levine has been appointed a senior assistant in the department of economics, School 
‘Commerce, New York University. 

J. Wayne Ley has been promoted to professor of business organization and has also as- 
sumed the duties of assistant dean of the College of Commerce and Administration at Ohio 
State University. 

R. FE. Liming has joined the staff of the department of economics at Ohio State University 
as an instructor. 

Richard Lindholm has been promoted to assistant professor of economics at Ohio State 
University. 

Leonard E. Lindquist has been appointed lecturer in business law at the University of 
Minnesota. 

Michael F. Lindsay is visiting lecturer in the department of economics and the Committee 
International and Regional Studies of Harvard University and is assisting in the regional 
studies course on China. 

Milton Lipton has been appointed acting instructor in economics at Stanford University. 

C.L. Littlefield, instructor in business administration at Louisiana State University, has re- 

gned to accept a position at Ohio State University. 

Shaw Livermore, formerly associated with Dun and Bradstreet, is professor of business eco- 
nomics in the School of Business and Public Administration at Cornell University. 

Meno Lovenstein has been appointed assistant professor in the department of economics at 
Ohio State University. 

Richard Lundquist, of the University of Minnesota, was awarded the gold medal of the 
Illinois State Society of Certified Public Accountants for receiving the highest score in the state 
in the spring examinations. 

David Lusher has been appointed acting associate professor of economics at Stanford. 

Arthur Lynn is instructor in the department of economics at Ohio State University. 

George Malanos, who has resigned as instructor at the University of Minnesota, is at pres- 
ent at his home in Athens, Greece. 

A. Manes will be visiting professor at the University School of Business (Handels-Hoch- 
schule), St. Gallen, Switzerland, while on sabbatical leave from Indiana University during the 
current academic year. 

Arthur W. Mason, Jr., has been appointed a part-time assistant in the department of busi- 
=n organization and management of the College of Business Administration, University of 

ebraska. 


Joe L. Massie, who served as Captain in the Army during the war, has been appointed in- 


structor in economics at the University of Kentucky. 
J ‘hn W. May, who has been assistant professor of economics at the Pennsylvania College for 
Women and who taught courses in economics during the 1946 summer session at the Univer- 


sity of Pittsburgh, has been appointed assistant professor of economics at Washington and 

Jefferson College. 

c G - R. Mayhill has been promoted to the rank of assistant professor of economics at Purdue 
niversity, 


J ames D. McAllister is associated with Washington and Jefferson College as instructor in ac- 
counting. 
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G. W. McKinley has been appointed instructor in the department of economics at Ohio 
State University. 
Frederick E. Melder has resigned as associate professor of economics and business admin- 
istration at Clark University and has accepted an appointment as associate professor of eco- 
nomics at Reed College. 

Justine Mendelsohn, associate professor of accounting, has retired after twenty-six years of 
service at Louisiana State University. 

Allen L. Meyer is the newly appointed secretary of the College of Commerce and Adminis- 
tration of the Ohio State University. 

Robert Miner has returned from military service to become an instructor in marketing at 
the Ohio State University. 

Carey P. Modlin, Jr., has been appointed a part-time assistant in economics in Princeton 
University. 

Sanford A. Mosk has been promoted from assistant professor to associate professor of eco- 
nomics at the Universit: of California, Berkeley. As a holder of a Guggenheim fellowship he 
has been given a sabbatical leave to study in Mexico in 1946-47. 

Robert Mossé, formerly of the French Embassy, is now economic affairs officer in the De 
partment of Economic Affairs of the United Nations at Lake Success. 

Joseph F. Murphy is serving as instructor in economics and business at the University of 
Missouri. 

Mabel Newcomer, chairman of the department of economics, sociology, and anthropology 
at Vassar, is on leave for the current academic year to work on the revision of the German tax 
system in Berlin. 

Herbert E. Newman has resigned his position as associate professor of economics at the 
University of Florida. 

Robert F. Newton was appointed assistant professor in the College of Business Administra- 
tion at Butler University in September, 1946. 

Oswald Nielsen has rejoined the faculty of the School of Business Administration at the 
University of Minnesota as a lecturer. 

H. C. Nolen has been promoted to the rank of professor of marketing at the Ohio State Uni- 
versity. 

John C. Norby, formerly of the University of Washington, has joined the faculty of the 
School of Business Administration at the University of Minnesota as an instructor. 

Ruby T. Norris has returned to Vassar after a four years’ leave during which she worked for 
the Office of Price Administration in Honolulu. 

James J. O’Leary is serving as associate professor of economics at Duke University and is 
also director of research for the Committee on Public Debt Policy in New York City. 

Clifton Oliver, Jr., has been appointed instructor in economics at the University of Florida 

Donald Oren has been appointed instructor in economics at the University of Minnesota. 

James M. Owen is an instructor in accounting at Louisiana State University. 

John P. Owen has returned to Louisiana State University as an instructor in economics. 

Donald W. Paden has been appointed assistant professor of economics at the University 0! 
Illinois. 

E. Z. Palmer, formerly professor of economics at the University of Kentucky, has been ap- 
pointed professor of statistics, director of the Bureau of Business Research and chairman 0! 
the department of business research in the College of Business Administration of the Univer- 
sity of Nebraska. 

Herbert S. Parnes is an instructor in economics in the School of Business Administration 0! 
the University of Pittsburgh. 

R. F. Patterson has been appointed dean of the School of Business Administration of the 
University of South Dakota. 

Gustav Peck, labor consultant in the Library of Congress, is conducting a course in labor 
relations in the Graduate School of Social Science, the Catholic University of America. 
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Bernard D. Perkins has joined the staff of the School of Business Administration of the Uni- 
sity of South Dakota as instructor in economics and accounting. 
b Perlman, of the Social Security Board, is giving a course in the Graduate School of 
Social Science, the Catholic University of America, during the current academic year. 
Naomi M. Peterson is an instructor in the School of Business Administration at the Uni- 
rsity of Minnesota. 
Robert B. Pettengill has assumed the duties of director of the Teaching Institute of Eco- 
cs at the University of Southern California which is operated under a grant from the 
d P. Sloan Foundation. 
Clyde William Phelps, formerly of Chattanooga University and editor-in-chief of the 
{ Marketing, is associate professor of economics at the University of Southern Cali- 


Frank S. Pinet has been appointed instructor in accounting and director of the Business 
ent Bureau at the University of Kansas. 

Stanley K. Platt has joined the staff of the University of Minnesota as an instructor in 

|. W. Polk is an instructor in the department of economics at Denison University. 

encer D. Pollard has been named associate professor of economics at the University of 

> ern California. 

Robert M. Poole, recently with the Civil Aeronautics Authority, is now assistant professor 
ting in the School of Business Administration at the University of Tennessee. 
Powers has been promoted from associate professor of accounting to acting head pro- 
iccounting at the University of Florida. 

Charles L. Prather, formerly of the University of Washington, is now professor of banking 
ince on the College of Business Administration staff of the University of Texas. 
Qualls has been appointed part-time assistant in the department of economics at the 
ty of Illinois. 
es Quantius has been promoted to assistant professor of economics at Ohio State 

\V. Reed has been appointed part-time assistant in the department of economics at the 
ity of Illinois. 

l'rederick G. Reuss has resigned from his position in the Analysis Division of the U. S. Bu- 

f Old-Age and Survivors Insurance to become an associate professor of economics at 
r College. 


s G. Richardson is an instructor in economics at the University of Florida. 


Robbins, formerly with the War Assets Corporation, is instructor in economics at 
versity of Oregon. 
rank L. Roberts, of the University of Southern California, has been appointed assistant 
ssor of economics and business administration at the College of William and Mary. 
Laurie S. Robertson has been appointed a part-time assistant in the department of economics 
! the College of Business Administration of the University of Nebraska. 
co Rogin has been promoted from associate professor to professor of economics at the Uni- 
rsity of California at Berkeley. 
_ William D. Ross, who recently served as economist with the Economics Division of the 
| States Office of Military Government for Germany in Berlin, has accepted an ap- 
tment as instructor in economics at Duke University. 


R. Henry Rowntree has resigned as professor of economics at Ohio State University to 
‘ecome economic advisor to the Philippine War Damage Commission in Manila. 

Catherine G. Ruggles, recently married to Mr. Hollis Gerrish, has resigned her position as 
‘ate professor of economics at the University of Illinois. 


An ld J Ryden has joined the staff of the School of Business Administration of the Uni- 
y of Minnesota as an instructor. 
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Antioco Sacasa, of the Universidad Libre de Nicaragua, has joined the faculty of the Uni- 
versity of Minnesota as an instructor in economics. 

; H. L. Santer has been appointed part-time assistant in the department of economics at the 
University of Illinois. 

Oliver Sarosi has accepted an appointment as head of the department of economics at West- 
ern Maryland College. 

Lloyd Saville, formerly price analyst with the Office of Price Administration, has been ap 
pointed assistant professor of economics at Duke University. 

R. B. Saylor is a part-time assistant in the department of economics at the University of 
Illinois. 

Wallace S. Sayre, formerly director of personnel in the Office of Price Administration, has 
been appointed professor of administration in the School of Business and Public Administra- 
tion at Cornell University. 

W. E. Schenk has been appointed part-time assistant in the department of economics at 
the University of Illinois. 

E. B. Schmidt, assistant professor of economics in the College of Business Administration 
of the University of Nebraska, has resigned his position as tax consultant to the city of Lincoln 
to devote full time to teaching. 

G. T. Schwenning, professor of business administration at the University of North Carolina, 
has returned to his teaching duties after an absence of five years during which he was associ- 
ated with the U. S. Office of Education in Washington and Shrivenham American University 
in England. 

Tibor Scitovszky has been appointed acting associate professor of economics at Stanford 
University. 

Kenneth T. Setre has rejoined the faculty of the School of Business Administration at the 
University of Minnesota as an instructor in economics. 

Nelson C. Shafer, Jr., has been appointed instructor in marketing at the University of 
Kansas. 

William H. Shannon is associate professor of accounting in the School of Business and Pub- 
lic Administration at Cornell University. 

Leroy A. Shattuck, Jr., has been appointed associate professor of finance in the School of 
Business Administration of the University of Pittsburgh. 

Dwight Shepard is now serving as instructor in economics at Lafayette College. 

Harald Shields, associate professor of business education on leave of absence from the 
School of Business, University of Chicago, has an appointment with the educational! division 
of the American Military Government in Germany. 

William F. Shors accepted a position as associate professor in the College of Business Ad- 
ministration at Butler University in January, 1946, following service in the Navy as Lieuten- 
ant Commander. 

Edward C. Simmons has returned to the University of Michigan as assistant professor 0! 
economics. 

J. W. Simpson is serving as instructor in economics at Purdue University. 


Reuben E. Slesinger has returned to his post as assistant professor of economics in t 
School of Business Administration of the University of Pittsburgh after three years’ service 
in the Army. 

Gilbert N. Smith is a part-time assistant in the department of economics of the College 0! 
Business Administration of the University of Nebraska. 

Paul Smith, recently discharged from the Navy, has accepted a position as instructor 4 
Denison University. 

Arthur Smithies, who is with the Bureau of the Budget, has resigned from the staff o! 
department of economics at the University of Michigan. 
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G. J. Soderman has taken up duties as an assistant in accounting at Louisiana State Uni- 
versity following service in the Army. 

Kenneth M. Spang, formerly of Yale University, has been appointed lecturer in economics in 
the School of Business of Columbia University for the current year. 

F. S. Sparks, until recently dean of the School of Business Administration of the University 
of South Dakota, is continuing as a member of the teaching staff. 

W. H. Spencer, who has been on leave of absence as regional director of the War Manpower 
Commission, returned to the School of Business at the University of Chicago in January, 1946, 
as Hobart W. Williams distinguished service professor of government and business. 

Henry W. Spiegel, formerly head of the department of economics, Duquesne University, 
and recently returned from Brazil where he was engaged on a research project under the 
auspices of the Guggenheim Memorial Foundation, has joined the faculty of the Graduate 
School of Social Science, The Catholic University of America, as associate professor of eco- 


Edward D. W. Spingarn has returned to Trinity College as assistant professor of economics 
following service with the Armed Forces in India. 

Benjamin P. Spiro, formerly legal advisor to Special Division of Legation of Switzerland in 
Washington and more recently connected with the Foreign Trade Information department of 
the Irving Trust Company in New York, has been appointed assistant professor of economics 
at Duke University. 

A. C. Stalnaker has assumed the duties of director of the Office of Student Placement and 
sistant professor of business organization at the Ohio State University. 

James H. Stewart has been appointed assistant professor of economics at Washington and 
Lee University. 

George W. Stocking has resigned as professor of economics at the University of Texas to be- 

me director of the Institute for Research in the Social Sciences and head of the department 
{economics at Vanderbilt University. 

Robert M. Strahl, formerly at Ohio State University, is now assistant professor of marketing 
in the College of Business Administration at the University of Nebraska. 

Joseph Sulkowski, formerly dean of the University of Poznan, Poland, has become a member 
i the faculty of the Graduate School of Social Science, the Catholic University of America, 
with the rank of assistant professor of economics. 


Waino W. Suojanen, formerly Captain in the Army, has been appointed instructor in eco- 
mics at the University of Vermont. 


_ John Tarbell, formerly at the University of Illinois and Biarritz American University, has 
een appointed associate professor of economics at Lafayette College. 


Lorie Tarshis, who was appointed assistant professor of economics at Stanford University in 
42 but who was prevented by his wartime activities from assuming his new duties at that 
ume, is now a member of the department of economics at Stanford University. 


Virginia Tauchar has been appointed instructor in economics at Vassar College for the cur- 
rent year to substitute for Professor Mabel Newcomer who is on leave. 


Milton C. Taylor, formerly at the University of British Columbia, has been appointed in- 
‘ructor in economics at Michigan State College. 


Flton TeKolste has been appointed a part-time assistant in the department of business 
ore ‘nization and management of the College of Business Administration at the University of 
vebraska. 
Carey C. Thompson has resigned as dean of Amarillo College to accept an appointment as 
research consultant for the Texas Unemployment Compensation Commission. 


Jan es H. Thompson has accepted an appointment in the School of Business Administration 
| the University of Pittsburgh as instructor in economics. 

Ge th ard Tintner, of the department of economics and sociology and also of the department 
‘mathematics at Iowa State College, has been promoted to a full professorship. 


0 
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J. Russel] Townsend, , = returned to his position of assistant professor in the College of 
Business Administration at Butler U niversity in January, 1946, after an absence of three years 
during which he served as an officer in the Navy. 

Truman Tracy is a part-time assistant in the department of economics at the University of 
Illinois. 

Bernard F. Trimpe, formerly Lieutenant Commander in the Navy, has joined the staff of 
the School of Business Administration, University of Tennessee, as assistant professor of 
marketing. 

J. Alden Trovillo has been appointed associate professor of industria] management at the 
University of Kansas. 

Randall Tucker, formerly of Rhode Island State College, is instructor in economics at Trin- 
ity College. 

Alvin E. Tuohino is assistant professor of accounting at the University of Kansas. 

John G. Turnbull has resumed teaching in the department of economics at Tufts Colleze 
after serving as Lieutenant in the Navy. 

IF. W. Tuttle, who has been with the War Labor Board and its successor, the Wage Stabiliza- 
tion Board, in Atlanta, has returned to the University of Florida as associate professor of 
economics. 

Paul VanArsdell has returned as associate professor in the department of economics at the 
University of Illinois after a leave of absence for service in the Navy. 

Daniel C. Vandermeulen has been appointed assistant professor of economics at Claremont 
College School for Men. 

Royal S. Van de Woestyne has been appointed professorial lecturer in business administra 
tion in the School of Business of the University of Chicago. 

John V. Van Sickle, research professor of economics at Vanderbilt University, has resigned 
to accept the chairmanship of the department of economics at Wabash College. 

Arthur Vieth has joined the staff of the School of Business and Public Administration at 
Washington University as assistant professor of statistics. 

William A. Vogely is part-time assistant in economics in Princeton University. 

E.. S. Wallace has returned to his position as head of the department of economics at Mill- 
saps College following four years’ service witb the Office of Price Administration. 

Robert F. Wallace has joined the staff of the School of Business Administration at the 
University of Minnesota as an instructor in economics. 

Gerald E. Warren has been promoted from assistant professor to associate professor of eco- 
nomics at DePauw University. 

William H. Wessen, Jr., has been appointed instructor in economics at Duke University. 

Charles M. Whitlo has accepted an appointment as head of the department of retailing in 
the College of Commerce at the University of Southern California. 

Ramey C. Whitney, of the University of Missouri, has accepted an appointment as associate 
professor of economics in the College of Business Administration at the University of Nebraska. 

J. W. Wiley has been appointed part-time assistant in the department of economics at the 
University of Illinois. 

Edward F. Willett has returned to Smith College as associate professor of economics afte: 
spending a year’s leave of absence as research assistant to the Secretary of the Navy. 

Rufus Wixon has been promoted to the rank of assistant professor of economics at the 
University of Michigan. 

Howard Wright has resigned his position at the University of Florida as associate professor 
of accounting. 

Wallace O. Yoder is associate professor of economics at DePauw University. 


George H. Zeiss, Jr., has been appointed assistant professor of business communication 4 
the University of Kansas. 
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a VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
| their availability for positions in the field of economics and to administrative 

ofacers of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
descriptions of vacancies announced and of applications made. It is optional with 
those submitting such announcements to publish name and address or to use a key 
number. 


Communications should be addressed to: The Secretary, American Economic As- 
sociation, Northwestern University, Evanston, Illinois. 
Vacancies 


Research: Private research organization in Chicago seeks experienced economist with 
knowledge of social sciences. Good opportunity; permanent position; 5-day week. 


P116 
Accounting: Wanted, by a large, well-established eastern university, an experienced 
teacher with Ph.D. degree or M.A. and C.P.A. P117 
Labor economics: Wanted, by a large, well-established eastern university, an ex- 
perienced teacher with Ph.D. degree. P118 


Teachers Available 


Money and banking, business cycles, international trade and finance, corporation 
finance, economic theory: Man, 44, married, Ph.D., Harvard University. Eighteen 
years of experience teaching economics in American colleges; also experience in 
banking and government service; publications; employed as head of department 
in small college but desires position with greater academic opportunities, Available 
in July, 1947. E133 
Elementary economics, South American economy, postwar problems, cartels and 
corporations: Doctor of Law and Economics. Author of various books and opinions; 
member and honorary member of scientific societies; lecturing experience in the 
United States and abroad. Desires teaching or research position in or near New 
York or Washington; also part-time or advisory work or summer lecture work at a 
university. E195 


Corporation finance, investments, securities markets, securities analysis: Man, 45, 
married, Ph.D. Ten years of experience in teaching and 10 years in administration of 
financial research. Desires university post permitting teaching and research mainly in 
the above mentioned fields. E227 


Economic theory, money and banking, public finance, national income economics, 
statistics: Man, class work for Ph.D. completed at University of Minnesota. Two 
years of teaching experience; 1 year in national income estimation and industrial 
statistics. Desires university teaching position starting September, 1946, or later. 
E228 


Business organization, administration, and research, accounting: Dutchman, 34, 
married, Doctor in Economics, University of Amsterdam. Four years of practice 
as controller in industrial enterprise; 4 years as adviser in private business. Special- 
ties: budgeting, cost price, organization, general management problems, administra- 
tive organization, and accounting. Desires position in U.S.A. in college, university, 
or business. E229 


Statistics, marketing, economics: Man, 35, married, Ph.D., University of Illinois. Six 
years of college teaching in statistics and mathematics; 4 years of experience in 
government positions (2 years as economist and 2 years as statistician). Publications 
in marketing and statistics; travel throughout the U.S. and abroad. Seeks teaching 
position in school of business or economics department; prefers state institution in 
small town. E230 
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Money and banking, business finance, business cycles, economic theory: Man, Ph.D. 
Twenty years of teaching experience in well-known institutions; many publications: 
miscellaneous government and business experience. Desires to shift from East to 
Middle West or Far West. Minimum salary $5,600. E231 


Labor economics and problems, personnel management, business cycles, economic 
theory: Man, 26, married, M.A., Columbia University, completing Ph.D. require. 
ments. Now teaching at major college in northeast; 3 years of executive experience 
in government industrial relations research and labor disputes settlement; 2 years 
of government administration and research in war materials procurement; sometime 
assistant in economics at leading university; editorial research in labor relations 
for national business magazine. Available in July, 1947. 232 
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‘The first modern introduction to political economy that takes account of 
the enormous increase in our knowledge of the structure of our economy.” 
_Harey D. Gipgonse, President, Brooklyn College 


Hicks and Hart: 
The Social Framework of 


the American Economy 
AN INTRODUCTION TO ECONOMICS 


[his brilliant new book is the first to make use of a new teaching method 
which has already proved to be an important innovation: the use of 
national income statistics as a basis for explaining the structure of our 
economy. This approach is neither all theoretical nor all ‘descriptive,’ 
and it prepares the student for further study of economic theory in a 
way which has not previously been possible. Published in September 
i945 and now in its fourth printing, THE SOCIAL FRAMEWORK 
OF THE AMERICAN ECONOMY has already been adopted for class 
use in more than seventy-five colleges and universities. 


280 pages $2.75 


Meade and Hitch: 
Introduction to 
Economic Analysis and Policy 


Professors are finding this more advanced text a valuable sequel to 
THE SOCIAL FRAMEWORK OF THE AMERICAN ECONOMY. 


“The plan of the book, as well as its label, should commend it to teachers 
of economic theory. The author has attempted to make theory more 
vivid and comprehensible by organizing it around the fundamental 
issues of economic policy, and has not hesitated to state his own views 
on each of these issues.” —Journal of Political Economy 


460 pages $2.65 


OXFORD UNIVERSITY PRESS 


114 Fifth Avenue New York 11, N.Y. 
Please mention Tue AMERICAN Economic Review When Writing to Advertisers 
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INDUSTRIAL AND 
COMMERCIAL GEOGRAPHY 


J. RUSSELL SMITH, Emeritus, Columbia University 


M. OGDEN PHILLIPS, Washington and Lee University 


~ COMMENTS w 


“Tt is a classic in its field.” 


PAUL MACCLINTOCK, Princeton University 


“It is a source of inspiration and interest to my students. I do 
not know of another book in the field that can compare with 
it.” 

RoBeERT M. HALEY, Geneva College 


“The book is well written and a fund of information. I shall 
use it in my classes in Economic Geography.” 

A. S. CARLSON, Dartmouth College 
“There is no question that this book is an outstanding con- 
tribution to geography and textbook literature.” 


A. C. SWINNERTON, Antioch College 


978 pages August 1946 $4.90 


NEW YORK CHICAGO SAN FRANCISCO 


Please mention Tuz American Economic Revirew When Writing to Advertisers 
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NZ“ 114 Fifth Avenue New York 11, N.Y. 


Please mention Tue AMERICAN Economic Review When Writing to Advertisers 


IT WILL HELP THE STUDENT ORIENT HIMSELF 
IN A CONSTANTLY CHANGING SITUATION 


CARLSON 


Introduction to Modern Economtics 
By VALDEMAR CARLSON 


Professor of Economics, Antioch College 


This is a text for the beginner's course in on the criterion of the fullest possible 
modern economics. Its aim is to build up utilization of our productive capacity. 


a clear understanding of economics which 
will be valid in dealing with problems Emphasis is upon general principles giv- 


of public policy. It will enable students ing students the essential perspective for 
to formulate their own ideas on a sound the solution of each specific problem. 
and realistic basis by giving them an out- 

line of the whole economic system based 437 Pages. $3.50 


THE BLAKISTON COMPANY 


1012 Walnut Street, Philadelphia 5, Pa. 


Please mention Tue AMERICAN Economic Revirw When Writing to Advertisers 


| 
| 


Please mention Tue American Economic Review When Writing to Advertisers 


Standard Macmillan Texts 


Economics 
of Labor 


BY RICHARD LESTER 
Princeton University 


Public Control 
of Labor 
Relations 


BY D. O. BOWMAN 
University of Michigan 


Comparative 
Economic 
Systems 

BY R. H. BLODGETT 


University of Illinois 


The Macmillan Company 


“Mr. Lester writes as an economist, 
determined to employ the analytical 
instruments of the economist in his 
study of the problems of labor. Let 
it be said at once that he has carried 
out his determination with persist- 
ence and skill. . . . The book will 
win approval on its central distinc- 
tion: emphasis on theory, the market, 
and contemporary price and income 
analysis."—The American Economic 
Review, $4.15 


“One of the first unbiased analyses 
of the administration of the Labor 
Relations Act. . . . This study should 
be required reading by all who con- 
demn and criticize the Act and the 
Board without knowing what they 
are talking about. It’s a good dose 
of facts and analysis which, if widely 
taken will clear the system of lots of 
loose talk” —The Southern Economic 
Journal, $5.50 


‘An authoritative, clear, and well- 
integrated textbook on comparative 
economic systems which gives the stu- 
dent a good picture of comparative 
economic systems as they existed when 
the war moved into high gear. . . . An 
excellent book which should be wide- 
ly accepted in the classroom and 
should furnish the basis for a new ap- 
proach to the subject.” —The Ameri- 
can Economic Review. $4.40 


60 Fifth Avenue, New York Il 


Please mention Tue American Economic Review When Writing to Advertisers 


1012 Walnut Street, Philadelphia 5, Pa. 


Please mention Tue AMERICAN Economic Revirw When Writing to Advertisers 


Recipe for Good Telephone Service 


Take four Ms anda 
Management an 


Stir well with Efficiency 
Season with Experience 
Add a dash of Enthusiasm 


Serve with Courtesy and 
Understanding 


d Materials 


W: Men and Women, Money, 


It takes many people and many 
things to keep on giving you the 
best telephone service in the 
world. 

It takes a lot of money — in- 
vestors’ money —to provide the 
facilities. 

There’s an investment of $240 
behind your telephone and every 
one of the 25,000,000 telephones 
in the Bell System. 

It takes good management and 


BELL TELEPHONE SYSTEM 


good employees to operate these 
facilities. There are about 600,000 
Bell System employees — many 
in management and supervisory 
positions. 

It takes faith in the future. 
We are busy right now on a 
$2,000,000,000 building and ex- 
pansion program —to catch up 
with the Nation’s needs and give 
you more and better service than 
ever before. 
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CaN an umpowant contruoution to 
the field of economica ...... 


@ THE MONEY VALUE OF A MAN 
Revised Edition 


By Louis I. Dublin, Ph.D., Second Vice President, and Statistician ; 
and Alfred J. Lotka, D.Sc., Assistant Statistician, Metropolitan Life 
Insurance Company. This book has long been accepted as a standard 
guide for determining the money values of persons at various ages ac- 
cording to their earnings. In this newly revised edition extensive re- 
computations have been made in the tables to conform to altered con- 
ditions, resulting largely from lowered interest rates and increased life 
expectancy, Also, the structure of the final tables showing the money 
value of a man by age and income has been remodeled, with definite 
advantages to the user. Offers conclusions of particular interest to 


economists. 57 tables, 8 charts. $6.00 


@® HANDBOOK OF TABULAR 
PRESENTATION 


By Ray Ovid Hall, Ph.D. A style manual and case book whose purpose 
is to provide working information on a branch of statistics in which 
available guidance is meager. Intended to meet the needs of economists, 
statisticians, accountants and others who must rely on tables to set forth 
their facts and conclusions, it shows how to design good statistical tables, 
and how to recognize bad ones and improve them. 112 pages, $3.50 


“careful study of the principles and cases found in this book will help 
anyone to make better statistical tables.” Southern Economic Journal 


@ THE MILK INDUSTRY 


By Roland W. Bartlett, Professor of Agricultural Economics, Uni- 
versity of Illinois. This volume, a result of a two-year nation-wide study, 
deals with the economic and social aspects of the production and distri- 
bution of milk and milk products. It points out the possibilities in that 
industry to which the findings of the survey lend support and practicality. 
“This is a readable book. It is also a provocative book.” Journal of 
Farm Economics 282 pages, $4.50 


@ AUSTRALIA: The New Customer 


By Howard Daniel and Minnie Belle. A commercial and economic 
guide presenting the data business men want about Australia as a market, 
as revealed by the authors’ experience while in charge of the /nforma- 
tion Office at the Australian War Supplies Procurement Agency. 500 
pages of organized, pertinent facts. 35 tables, 3 maps, $4.50 


“|. . exceedingly well and intelligently done,” says C. Hartley Grattan 


THE RONALD PRESS COMPANY 
15 East 26th Street we New York 10, N.Y. 


+n Adnortisers 


Announcing — 


Publication February 15 


New Third. Edition 


ECONOMICS 
OF 


TRANSPORTATION 
By D. PHILIP LOCKLIN, Ph.D. 


Professor of Economics, University of Illinois 


This new edition brings up to date the most outstanding work ever 
published in the field of transportation. 


The emphasis on the economic aspects of transportation which charac- 
terized the earlier editions has been maintained in this edition. The 
author has reviewed all pertinent legislation which has been enacted 
since the last edition was published. There has been some condensation 
of material in the early chapters of the book, and an expansion of the 
sections dealing with highway transportation, water transportation and 
air transportation. 


The growing importance of the relations between different modes 
of transport has led to the expansion of the chapter dealing with 
transport coordination and the problems of intercarrier relations. In 
this chapter will be found a treatment of such controversial issues 
as our promotional policy with respect to the different modes of transport, 
the subsidy question, railroad control of competing modes of transport, 
interagency competition and rate policy, and other problems involving 
relations between different modes of transport. 


Approximately 900 pages $5.00 


RICHARD D. IRWIN, INC. 
332 South Michigan Avenue, Chicago 4, Illinois 


Please mention Tue AMERICAN Economic Review When Writing to Advertisers 


15 East 26th Street t New York 10, N.Y. 


Advertisers 


Forthcoming Revisions 
of 


Leading Irwin Texts 


revised edition—ready February Ist 


WORKBOOK IN BUSINESS STATISTICS 


By Louts F. HAMPEL, United Air Lines 


This new edition brings up to date a practical workbook for use in 
business statistics courses. 

Many changes have been made in accordance with suggestions sub- 
mitted by teachers who have used this material in their classes. Projects 
are based on current data from standard sources, and all graph paper, 
data paper and other necessary forms are included. A solutions manual 
will be furnished to instructors. 


175 pages Probable price $2.50 
third edition—ready May Ist 


GENERAL INSURANCE 
By Joun H. Macer, J. F. Singleton Company 


This outstanding text, in its new third edition, offers a comprehensive 
and up-to-date treatment of insurance with emphasis on current problems. 
Major changes include the new developments in casualty insurance, 
the adoption of a new standard fire insurance policy, and the Supreme 
Court decision effecting insurance regulation. The text is well written 
and amply illustrated. A solutions manual will be furnished to instructors. 


830 pages Probable price $5.00 


OTHER RECENT IRWIN TEXTS 
MONEY AND BANKING BUSINESS STATISTICS 


3rd Edition By Martin A. BRUMBAUGH and 
By CHARLES L, PRATHER Lester S. KELLOGG 


803 pages $5.00 913 pages $5.00 
MODERN COMMERCIAL AIR 
CORPORATION FINANCE TRANSPORTATION 


By WILLIAM HusBanp and Revised Edition 
James C, DOCKERAY By JOHN H. FREDERICK 


853 pages $5.00 791 pages $5.00 


RICHARD D. IRWIN, INC. 
332 South Michigan Avenue, Chicago 4, Illinois L 


Please mention Tue American Economic Review When Writing to Advertisers 


The Concentration of 
Economic Power 


By DAVID LY NCH 


The only thorough analysis yet made of the testimony presented 
before the Temporary National Eonomic Committee (TNEC), 
established in 1938 at the request of President Roosevelt for an 
investigation of the concentration of power in Ameticon economic 
life and its effect upon competition. 


“Mr. Lynch has codified the material and for the first time the 
conglomerate pile of evidence begins to make sense.""—New Re- 
public. 


$5.50 


. unique in economic literature.” 


The Finances of 
European Liberation 
By FRANK A. SOUTHARD, JR. 


“THIS BOOK is a product of a highly qualified expert in interna- 
tional finance who spent over two years in charge of financial 
matters in the Mediterranean Theater of Operations. 


“The introduction and use of military currency; financial aspects 
of military government; every phase of Italian financial and eco- 
nomic life during the war an the occupation; re-emergence of 
foreign exchanges and foreign trade; Greek currency inflation ; and 
deficit financing in conquered countries are some of the problems 
which Commander Southard had to meet. Out of this experience 
he has written a book that is unique in economic literature.”’"— 
James T. Shotwell 


$3.00 A King’s Crown Press Publication 


COLUMBIA UNIVERSITY PRESS 


Please mention Tue AMERICAN Economic Review When Writing to Advertisers 
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Prentice-Hall's 


INDUSTRIAL RELATIONS SERIES 


DALE YODER, Ph.D., Editor 


@ COLLECTIVE BARGAINING 


The whole story of collective bargaining—what it is, how it works, how to use 
it. Discusses each step in collective bargaining program, and covers all im- 
portant points which labor and management must understand for negotiation. 


College List, $3.75 


@ OCCUPATIONAL INFORMATION 


Its Meaning and Application 
By Carroll L. Shartle, Ph.D., Ohio State University 


A unique work devoted exclusively to occupational information, and containing 
current, authoritative material in job analysis, handicapped workers, military 
to civilian occupations, and patterns of occupations. Invaluable for personne! 
counseling in today's adjustment program. College List, $3.00 


@ SYSTEMATIC MOTION AND TIME STUDY 


By Marvin E. Mundel, B.S., Ph.D., Purdue University 


The purpose of this new book is to explain modern procedures for analyzing all 
types of productive activities involving human labor. 


All major techniques are described in detail. And each technique is covered 
by (1) Definition (2) Procedure with illustration, and (3) Check list and ap- 


plication, 


226 pages Illustrated College List, $3.00 


PRENTICE-HALL 


LABOR COURSE 


Edited by Earl W. Mounce; Associate Editors Dale Yoder, Theodore W. Kheel, 
Leonard J. Smith, and Stanley C. Simmons 

The LABOR COURSE is designed to analyze and explain all important Federal 
and State Statutes affecting labor legislation. Written. expressly for students, it 
is an ideal source of authoritative material on which to establish a course in 
modern labor legislation. 


Loose-leaf binder College List, $6.00 


Send for your approval copies 


PRENTICE-HALL, INC. 70-FifTH AVENUE, NEW YORK 11 


Please mention Tue AMERICAN Economic Review When Writing to Advertisers 
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Me Graw-Hill Books. of Jimely Importance 


TRANSPORTATION: PRINCIPLES AND PROBLEMS 
By TruMAN C, BicHAM, University of Florida. 626 pages, $5.00 


Seeks to promote the establishment of more rational transportation policies. 
Covers railroads, motor carriers, pipe lines, airways, and inland coastwise and 
intercoastal waterways jointly from a functional point of view. 


SAMPLING INSPECTION 


By the Statistical Research Group, Columbia University. In press—ready 
in January. 


A systematic account of certain of the best current inspection practices, together 
with tables and detailed instructions for carrying out these practices. 


SELECTED TECHNIQUES OF STATISTICAL ANALYSIS. 
For Scientific and Industrial Research and Production and Man- 
agement Engineering 


By the Statistical Research Group, Columbia University. In press—ready 
in January. 


Deals with a series of problems which occur frequently in planning, analyzing, 
or interpreting quantitative data. Various techniques appropriate to these prob- 
lems are explained in terms of both general principles and specific procedures. 


INDUSTRY AND SOCIETY 
Edited by WiLt1aM F. Wuyte, The University of Chicago. 211 pages. $2.50 


Views the personnel problems of industry in terms of the structure of American 
society, rather than the individual. Explains some of the most serious maladjust- 
ments within the industrial system and presents a scheme of analysis which is 
essential to understanding and to effective action in this field. 


INSURANCE. New third edition. 
By ALBert H. Mowsray, University of California. 732 pages, $5.00 


Thoroughly revised and brought up to date, the new edition of this successful 
textbook presents, as before, a unified and complete picture of the entire insur- 
ance field, covering the fundamental principles and practices and the major 
problems, 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, Inc. 


330 West 42nd Street New York 18, N.Y, 
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Publishers of Fine Books for over Four Centuries 


OX KORD UNIVERSITY PRESS 


J 


THE GROWTH OF 
THE AMERICAN REPUBLIC 


By Samuel Eliot Morison and 
Henry Steele Commager 


THE ORIGINS AND BACKGROUND 
OF THE SECOND WORLD WAR 


By C. Grove Haines and 
Ross J. S. Hoffman 


HISTORY OF THE 
ENGLISH-SPEAKING PEOPLES 


By R. B. Mowat and Preston Slosson 


THE SOCIAL FRAMEWORK OF THE 
AMERICAN ECONOMY: 
An Introduction to Economics 


By J. R. Hicks and Albert G. Hart 


FIFTEEN GREEK PLAYS 
Edited by Lane Cooper 


THE OXFORD ANTHOLOGY OF 
AMERICAN LITERATURE 

Chosen and edited by William Rose Benét 
and Norman Holmes Pearson 


OT so long ago the Oxford University Press often 
meant to college students only the blue and gold of the 
Oxford Books of Verse, the World’s Classics, and the 
Oxford Standard Authors. But in 1927 Oxford New 
York began publishing textbooks for American college 
classes prepared by American professors. This fall, as 
the New York Branch celebrates its fiftieth anniversary, 
it numbers 184 authors on its textbook roster. 

Among the most famous of these books is THE 
GROWTH OF THE AMERICAN REPUBLIC. Now in its third edition, 
it was the only textbook in its field chosen by the Government for translation 
and distribution in Latin America. It is being translated into Spanish and 
German, with editions in other languages to follow. It has been recorded in 
Talking Book editions for the blind in both the United States and England, 
and has been selected for the White House Library. And it has been used in 
more than 300 schools, colleges, and universities. Among textbooks in a number 
of fields—modern and classical languages and literatures, history and eco- 
nomics—the combination of scholarship and attractiveness which distinguishes 
it has become a hallmark of Oxford New York publications. 


A Selected List of Oxford Textbooks 


INTRODUCTION TO THE 
ENGLISH LANGUAGE 

By Albert H. Marckwardt 
READING POEMS: 

An Introduction to Critical Study 
Edited by Wright Thomas and 
Stuart Gerry Brown 

A HANDBOOK OF ENGLISH 

By Charles W. Roberts, Jesse W. Harris, 
and Walter G. Johnson 
PRACTICAL WORD STUDY 

By W. Powell Jones 

TRAINING THE SPEAKING VOICE 
By Virgil A. Anderson 
FUNDAMENTAL FRENCH 

By Wilson Micks and Olga Longi 
ESSENTIAL GERMAN 

By Edward Franklin Hauch 
CONTEMPORARY SPANISH 
GRAMMAR: 

With Spanish-American Backgrounds 
By Edwin B. Place and 

Arturo Torres-Rioseco 


OXFORD UNIVERSITY PRESS 
114 Fifth Avenue, New York 11, N.Y. 
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TEXTBOOK NEWS 


ECONOMIC PRINCIPLES, PROBLEMS 
and POLICIES THIRD EDITION 


By WILLIAM H. KIEKHOFER 


l* the third edition of this introductory text in college eco- 
nomics all of the factual and illustrative data have been 
brought strictly down to date, and the organization has been 
carefully reworked to take into account the growing influence 
of government in economic life. The book offers a clear, well- 
balanced account of the structure and functioning of modern 
economic society, the principles of its functioning, and the 
problems and maladjustments of the present system. 


PUBLIC FINANCE FOURTH EDITION 


By Harvey Leist Lutz 


yen thorough revision of a standard work represents a com- 
plete reconsideration of the text in the light of what has 
happened during the past decade and from the standpoint of 
present-day fiscal policies and problems. The result is a strictly 
up-to-date, realistic, and constructively critical study of the entire 
field of public finance—public expenditures, public revenues, 
public debt, and financial administration. To be published in 
March. 


TRANSPORT FACILITIES, SERVICES 
and POLICIES 


By EMory R. JOHNSON 


g bee: new book presents a descriptive, explanatory, and con- 
structively critical discussion of America’s present transpor- 
tation system. Its purpose is to inform students of the present 
status and future possibilities of all the facilities for transporta- 
tion, and to explain their development, the services they render, 
government policies for their regulation and expansion, their 
relation to public welfare, and their interrelationships. The 
book is designed primarily for a one-semester college course in 
transportation. To be published in January. 


D. APPLETON-CENTURY COMPANY 
35 West 32nd Street New York 1, New York 
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The SOUTHERN ECONOMIC JOURNAL 


A Joint Publication of the Southern Economic Association 
and the University of North Carolina 


Published Quarterly at Chapel Hill, N.C. 


Vol. XIII, No. 1 CONTENTS July, 1946 
The of J. J. Spengler 
Regional Aspects of the Problem of Full Employment at Fair Wages. .J. V. Van Sickle 
Southern Agriculture’s Stake in Occupational Freedom............. James M. Stepp 
Divergent Theories of National Debt................ccceeceeeeeees W. O. Suiter 
Southern Agricultural Economy in the Postwar Era.................. G. W. Forster 


Book Reviews, State Reports, etc. 
$3.00 per year—$1.00 single copies 


Address: The SOUTHERN ECONOMIC JOURNAL 
Box 190, Chapel Hill, N.C. 


SOCIAL RESEARCH 


An international quarterly, founded in 1934, published by the 
GRADUATE FACULTY OF POLITICAL AND SOCIAL SCIENCE 
of the New School for Social Research, New York 


Contents for December 1946 (Volume 13, Number 4) 


Public Works Policy in the Twenties ................ E. Jay HOWENSTINE, JR. 
The National Income of Soviet Russia .............-..2-005- Jutrus WYLER 


Book REVIEWS 
Published in March, June, September and December 
Subscription $3 a year (Foreign $3.50)—Single copies 75 cents 


66 WEST 12TH STREET, NEW YORK 11, N.Y. 
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Ready for second semester 
The First Revision since 1939 of 


CURRENT 
ECONOMIC PROBLEMS 


By PAUL F. GEMMILL, University of Pennsylvania 


and RALPH H. Biopcetrt, University of Illinois 


Between the first and the fifteenth of January, in time for 
second semester classes, we shall have available the new Third 


Edition of this popular text. 


Current Economic Problems is now the only one-volume text 
on econmic problems that is completely up to date. It has 
been thoroughly revised and completely reset, but the authors’ 
aim remains the same as in early editions: to enable students 
to interpret the problems discussed. Analysis and evaluation 


are therefore emphasized and history and statistics minimized. 


An important text for the semester course in economic prob- 
lems or the second semester of the year course in economics 


where the first semester is devoted to the study of principles. 
760 pages Price $4.00 


HARPER & BROTHERS 
49 East 33d Street New York 16, N.Y. 
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ROYAL ECONOMIC 
SOCIETY 


Annual Membership- - - - - - $5.00 
Life Membership - - - - - - - $50.00 


The Membership Subscription now covers the receipt of the follow- 
ing: 

THE ECONOMIC JOURNAL. Qvarterly. 

Economic History (about 150 pp.). Annual 


Statistical Bulletin on Economic Conditions in Great Britain. Quar- 
terly. 


Report and Statistical Bulletin on Current Economic Conditions in 
Europe. Annual. 


Special Memoranda. One or Two Annually. 


By joining the Society, all these varied publications, enabling the 
reader to keep abreast with the developments of economic science and 
economic facts in all parts of the world, can be obtained for $5.00 a 
year. 


The Bulletins and Special Memoranda are prepared by the London 
and Cambridge Economic Service with the assistance of regular cor- 


respondents in the chief European countries. 


Applications for membership should be addressed to: 


The Secretary, Royal Economic Society 
4, Portugal Street, London, W.C.2 
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THE 
ECONOMICS 
OF 
PEACE 


By Kenneth E. Boulding, 
lowa State College 


® A clear, understandable acount of the 
progress of economic thought in the last 25 
years, this popular book probes and analyzes 
the moral and political forces which operate 
in the economic solutions of peace. It ex- 
plains why there are poverty, depressions 
and wars, and offers a clear, practical pro- 
gram for preventing all three. Together 
with a discussion of the problems of human 
and capital reconstruction, a searching anal- 
ysis is conducted into financial policies, in- 
flation, relief, unemployment and the dis- 


tribution of wealth and income. 


312 pages 6x 9 inches College List, $3.00 


ECONOMIC 
ANALYSIS 
AND 
PUBLIC 
POLICY 


By M. J. Bowman 
and G. L. Bach 


@ Providing a sound introduction to eco- 
nomics, this study closely integrates theo- 
retical framework and institutional data, 
while the treatment of value and distribution 
is based on the most modern developments. 
Applications of theory are made to the 
understanding of significant economic prob- 
lems, and the student is repeatedly shown 
the nature of scientific method in applying 
economic analysis to questions of public 
policy. 

935 pages College List, $4.50 


Send for your approval copies 


PRENTICE-HALL, INC., 70 Fifth Avenue, New York 11 
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THE ECONOMIC RECORD 


The Journal of the Economic Society of Australia and 
New Zealand 


Published half-yearly in June and December. 
Single copies, 5 shillings (Australian). 
Annual subscription, 10 shillings (Australian). 


The Economic Record publishes authoritative articles by 
recognized economists on economic, financial, labour and 


social conditions in Australia and New Zealand. 


It is the only Journal in Australia which examines these 
questions from a scientific point of view. 


Subscriptions should be sent to the publishers: 


The Managing Director, The Melbourne University Press 
Melbourne, N.3., Australia 


THE SOUTH AFRICAN JOURNAL OF ECONOMICS 


Editors 


S. Hersert Franxet, C. S. Ricnarps, Ropert Leste 


CONTENTS OF VOL. 14, NO. 2, JUNE, 1946 
Articles: 


Death Duties in South Africa Ellison Kahn 


Some Aspects of the Economic Development of Northern Rhodesia ......- 


The Relative Merits of Tariffs and Subsidies as Methods of Protection .... 
R. L. Threlfell 


Reviews, Union Official Publications, Recent Periodicals and New Books. 
Single Copies at 6s. per copy, obtainable from the Central News Agency, 
Limited, and all leading booksellers. 


Overseas Agents for subscriptions (£1, 1s. Od. per annum) and single copies (6s. 
each) Messrs. P. 8. King 4 Staples, Ltd., Orchard House, 14, Great Smith Street, 
Westminster, London, 8.W.1. 


Subscriptions to the Journal, £1. 1s. Od. per annum and enquiries re advertisement 
tariffs to the Chairman, Board of Management, P.O. Box 5816, Johannesburg. 
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PUBLICATIONS OF | 


THE ECONOMIC AND BUSINESS FOUNDATION 


American Economic and Business Policies 


The pamphlets listed below report proceedings of conferences and forum 
meetings sponsored by The Foundation during the 1945-46 season. 


The Effect of The Revenue Act of 1945 on Business and Corporate Policies 
J. K. Lasser, Paul W. Ellis, Joseph S. Bowater 

Marketing Problems that Lie Ahead 
Arthur A. Hood, Warren W. Leigh, C. G. Nichols 

Financial Policies Essential to Full Production 
Murray Shields, Russell Wiesman, L. M. Hostetler 


Inflationary Pressures in the Postwar Period 
Emerson P, Schmidt, Raymond Rodgers, James G. Rogers, Jr., John 
H. Evans 


Company and Union Responsibilities and Liabilities under the Labor Agree- 
ment 
Samuel Marsh, Kenneth A. Mcintyre, J. C. Argetsinger 

Economic Factors Influencing Postwar Production 
Charles M. Thompson, Clinton S. Golden, Jacob C. Wachtman 


The Adaptation of Office Practices to Peacetime Production 
Coleman Maze, D. H. Fulton, E. M. Ikirt 


Stabilization of Production and Employment : 
Arthur Stone Dewing, Rolf Nugent, Brown Zahnizer 


The Guaranteed Annual Wage : 
A. D. H. Kaplan, Stephen McK. DuBrul, Boris Shishkin 


A Pattern for Industrial Peace 
George W. Taylor 


HUMAN PROBLEMS IN BUSINESS AND INDUSTRY 


The pamphlets listed below report the proceedings of public forums for 
foremen and supervisory personnel sponsored by The Foundation during the 
1945-46 season. 


Economic and Social Factors in Supervisory Administration 
Robert D. Calkins, William R. Spriegel, Herluf V. Olsen 


Duties and Responsibilities of Supervisory Management 
Thomas G. Newton, John W. Riegel 


Problems in Allocating Authorities, Responsibilities and Accountabilities 
Noel Arthur, Carl S. Coler 


The Role of Leadership in Supervisory Administration 
Morris S. Viteles, C. E. Thompson 


Relationships Between Supervisory Management and Shop Stewards 
Joseph B. Patton, John W. Grajciar, James B. Gent, Frederick H. Harbi- 
son, William Gruen 


Problems in Handling Grievances 
M. H. Jacob, A. A. Desser 


A Pattern for Industrial Peace 
George W. Taylor 
The price of these pamphlets is 75¢ 


A list of all Foundation publications is available on request. 


THE ECONOMIC AND BUSINESS FOUNDATION 
_ NEW WILMINGTON, PENNSYLVANIA 
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THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by Witt1AM H. NICHOLLS in Cooperation with the 
Other Members of the Department of Economics of the 
University of Chicago 


The December, 1946, and later issues will contain: 


VON THUENEN’S THEORY OF DISTRIBUTION AND THE ADVENT OF Mar- 


ROAD AND RAIL, A TRANSATLANTIC COMPARISON ........- By Gilbert Walker 


THE BritisH LABOR PARTY AND DOMESTIC REFORM......... By Mary E. Murphy 

A PROPOSAL FOR AN INTERNATIONAL BUFFER STOCK AGENCY ........... 

A New ESTIMATE OF CHINA'S NATIONAL INCOME ............. By Pao-San Ou 


FOUNDED IN 1892. Published bi-monthly. February, April, June, August, 
October, December. Subscription $5.00 per year. Canadian postage, 24 cents, 
foreign postage, 60 cents. Single copy, $1.00. 


The University of Chicago Press - 5750 Ellis Ave., Chicago 37, Ill. 


THE ROYAL INSTITUTE OF INTERNATIONAL AFFAIRS 
CHATHAM HOUSE, LONDON 


announces the publication of 


THE INTERNATIONAL IMPLICATIONS OF 
FULL EMPLOYMENT IN GREAT BRITAIN 


By 
ALLAN G. B. FISHER 


This book discusses the problem of reconciling the commitments 
by which any British Government is now necessarily bound, on the 
one hand to assure conditions which will make possible full employ- 
ment internally, and on the other, to discharge the obligation to col- 
laborate effectively in the reconstruction of an open international 
economic system on the lines indicated in Article VII of the Mutual 
Aid Agreement. 
Price $3.50 


in the United States 


Royal Institute of International Affairs 
New York Publications Office 
542 Fifth Avenue, New York 19, N.Y. 
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Light Metals Monopoly 


An economic study of the position held by the Aluminum Company of Amer- 


By CHARLOTTE F. MULLER 


ica as a monopoly in the aluminum industry. Based on material brought to 
light by anti-trust cases in aluminum and magnesium and supported by official 
records. $3.00 


The President, Congress and Legislation 


Some 90 pieces of legislation on business, tariffs, labor, national defense, 
agriculture, federal credit, banking, immigration, and railroads are case his- 
tories for this study of the comparative influence of the President and Con- 
gress in initiating and formulating such legislation during the last half cen- 
tury. $5.00 


Railroad Consolidation under the Transpor- 
tation Act of 1920 


A review of the hectic scramble by the major railroads to acquire choice 
lines, following the enactment of the Transportation Act, the seeming im- 
potence of the Interstate Commerce Commission, and the collapse of planned 
consolidation after 1930. $4.00 


The Public Works Wage Rate and Some of 
lts Economic Effects 


The economic effects of public works wage rates on private wage rates. 
Model cases presenting different types of public works wage rates have 
been analyzed and resulting conclusions tested empirically. $3.50 


By WILLIAM N. LEONARD 


By VIOLA WYCKOFF 


COLUMBIA UNIVERSITY PRESS 


amas 
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The Manchester School 


of Economic and Social Studies 


VOL, XIV, NO. 3 SEPTEMBER, 1946 


CONTENTS 


A New Synthesis of Welfare Economics M. Fleming 
The German War Economy N. Kaldor 
The Economics of Peace M. Polanyi 
The Cotton Working Party Report G. C. Allen 
Reviews 


“The Manchester School’’ is published three times a year. The annual subscription is 10s. 
($2.00) post free and should be sent to The Secretary, ‘‘The Manchester School,’’ The 
University, 256 Oxford Road, Manchester, England. 


ECONOMETRICA 
| Journal of the Econometric Society 


Contente of Vol. 14, No. 8, July, 1946, include: 


Pavut A. SAMUELSON: Lord Keynes and the General Theory .............. 187 
RUTLEDGE VINING: The Region as a Concept in Business-Cycle Analysis ....... 201 
Guongs Davins: Pricing and Price Levels 219 
THoMAS C. SCHELLING: Raise Profits by Raising Wages? ...............0-+. 227 
Erik Rust: Standard Errors of the Tilling Coefficients Used in Confluence 

Stuart A. Rick: The United Nations Statistical Commission..............--- 242 
ACHESON J. DUNCAN: ‘Free Money” of Large Manufacturing Corporations and 

AVRAM KIsseLGorF: “Free Money” of Large Manufacturing Corporations and the 

Published Quarterly Subscription: $7.00 per year 


The Econometric Society is an international society for the advancement of 
economic theory in its relation to statistics and mathematics. 


Subscriptions to Econometrica and inquiries about the work of the Society and 
the procedure in applying for membership should be addressed to Alfred Cowles, 
Secretary and Treasurer, The Econometric Society, The University of Chicago, 
Chicago 37, Illinois. 
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THE TRADE OF NATIONS ; 
by Michael A. Heilperin 


In this study, equally valuable as a text and an original analysis, Dr. 
Heilperin explains what the trade of nations consists of, how it works, 
where its advantages lie, and what obstacles it has to surmount in order 
to develop and to flourish. He points out that the United States is the 
only great nation definitely committed to the preservation of a free 
economy based on the operations of the market and on private enterprise, 
and the only major economic power which wants international trade to 
be conducted by individuals rather than by states. TABLE OF CONTENTS: 
International Trade; Foreign Investments; Monetary Relations between 
Nations; “Old-Fashioned” Protectionism; Forward to the Past—The New - 
Economic Nationalism; State-Controlled Foreign Trade; International 
Trade; National Prosperity and Employment; World Economy and 
Peace; How Not to Build a World Economy (some lessons from the 
inter-war years); Some Problems of Transition; International Economic 
Organization; International Quest for Economic Stability; America’s 
Rise to Economic Pre-eminence; America’s Contribution to World Pros- 
persity. 
January 1947; xvi, 234 pages, $3.00 net, $2.50 text 
Examination copies on request 


SEEN FROM E. A: 


Three International Episodes 
by Herbert Feis 


Three of the most significant behind-the-scenes stories of the desperate 
search by the United States for national security in the days just before 
her entrance into the war. Dr. Feis, Economic Adviser to the Department 
of State from 1931 to 1945, here tells of the Americans’ effort to acquire 
a stockpile of rubber, their plunge into the scramble for the oil of the 
Middle East, and their role in the failure of democracies to apply oil 
sanctions against Italy in 1936-38. Five statistical annexes contain the 
basic factual record in regard to rubber control, production, exports, and 


stocks, 1934-42. q 
January 1947; xi, 311 pages, $2.75 net P 
The College Department 501 Madison Avenue 
ALFRED A. KNOPF, Inc. New York 22 
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SCIENCE & SOCIETY 


TENTH YEAR OF PUBLICATION 


Volume X, Number 4, Fall 1946 


PHILIPPINE AGRARIAN UNREST: HISTORICAL BACKGROUNDS 
Harlan R. Crippen 


HISTORIAN OF THE CLASSIC WORLD: A CRITIQUE OF ROSTOVTZEFF 
Meyer Reinhold 


THE BOURGEOISIE COMES OF AGE IN INDIA D. D. Kosambi 
JOHN MAYNARD KEYNES Paul M, Sweezy 


SOVIET COMMENTS ON KEYNESIAN THEORIES OF FULL EMPLOYMENT 
I. Trachtenberg 


BOOK REVIEWS 


Alan R. Sweezy, Vera Shlakman, Kenneth May, Allen Hutt, C. W. Shuh, William 
Mandel, Robert M. Krapp, F. Hastings Smyth, Thomas A. Goudge, Abraham Edel, 
Alice Hamilton, Dirk J. Struik. 


SUBSCRIBE NOW QUARTERLY $1.50(Four Issues) 


SCIENCE AND SOCIETY, 30 East 20th Street, New York 3, N.Y. 
English Representatives: COLLET’S LTD., 9 Southampton Pl., London W.C.1 


THE ANNALS January 1947 


SOCIAL IMPLICATIONS OF 
MODERN SCIENCE 


Edited by 
HAROLD M. Dorr, PH.D. 


Associate Professor of Political Science, University of Michigan 
Ann Arbor, Michigan 


This volume is designed to increase public understanding of the 
impact upon society of scientific discovery and invention. Some of the 
areas touched upon are public health and nutrition, education, technology, 
government, and civil liberties. 


$2.00 
(Additional copies to members of the Academy, $1.00 each) 


The American Academy of Political and Social Science 
3457 Walnut Street, Philadelphia 4, Pa. 
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Thirty-two leading economists have writ- 
ten the articles presented in this volume. 
Among them is a number of authors of 
international fame. The selection of arti- 
cles was made with a view to providing a 
book for college students and economists 
interested in the current teachings on the 
distribution of the national income. 


While the explanation of the shares which 
labor, capital and management have in the 
national income is the chief topic of the 
volume, Part I is devoted to a discussion 
of the concepts of national income, national 
product, and functional and personal dis- 
tribution, as well as a description of the 
essentials of the statistics of income dis- 
tribution and their graphic presentation. 


Part IT, “Production, Function and Mar- 
ginal Productivity,” explains the share of 
labor and other factors as determined by 


4N AUTHORITATIVE SELECTION OF AUTHORITATIVE CONTRIBUTIONS .. . 


READINGS 
IN THE THEORY OF 
INCOME DISTRIBUTION 


(Volume III of The Blakiston Series of Republished Articles, Selected by a 
Committee of the American Economic Association) 


Co-Chairmen of the Committee: WILLIAM FELLNER, University of Cali- 
fornia, and BERNARD F. HALEY, Stanford University. 


their contributions to the production proc- 
esses and by the monopolistic positions 
prevailing in the various fields of produc- 
tion. The effect of inventions upon income 
distribution is also dealt with. Part III dis- 
cusses wage theory, the relations between 
wage rates, costs and prices, and the wage 
policies of trade unions, The treatment of 
“Interest” in Part IV includes the theories 
of Lord Keynes and several controversial 
issues of capital theory. “Profit” is covered 
in Part V and “Rent” in Part VI. In- 
cluded also is a comprehensive bibliog- 
raphy containing over 1000 items compiled 
by Dr. Frank ‘7 Horton, Jr. 


The material is well arranged and the 
volume well adapted for use as a text in 
economic theory and as a reference for 
economists interested in the modern de- 
velopments of theory. 


718 pages $4.25 


Numerous Diagrams 


. 


$4.23 HEOR 


See 


THE BLAKISTON COMPANY 
PHILADELPHIA 5, PA. 
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The Review of Economic Studies 


Contents of No. 32 (Vol. XII, No, 2) 


~ 


. The Economies and Diseconomies of Industrial Concentration; The Wartime Ex- 


perience of Coventry A. Shenfield and P. Sargent Florence 
2. Some Consequences of the Habit of Judging Quality by Price T. de Scitousky 
3. A Note on Selling Costs and the Equilibrium of the Firm J. P. Hayes 
4. A Note on the Theory of Tariffs Henri Denis 
5. A Note on Arc Elasticity of Demand J. Gallego Diaz 
6. Advertising Costs and Equilibrium—A Correction BE. H. Chamberlin 
7. The Work of Erwin Rothbarth M. Kalecki 


The object of the Revizw is to supplement the facilities for the publication of new 
work on theoretical and applied economics, particularly by younger writers, and to promote 
discussion by means of short notes of a kind which do not normally appear in the existing 
journals. In normal times the Rgevigw is published in London three times a year, in October, 
February and June. During the present emergency the number is reduced to two, Editorial 
Communications to Miss M. Bowley, The School of Economics, Dundee, Scotland: all 
other communications to The Secretary of THE Review oF ECONOxmiIc STupigs, 4 Trumpington 
Street, Cambridge, England. 


The Annual Subscription to the Review is 7/6 (post free} 


Single numbers: Vols. IV to VIII, 2s.6d. (2s.9d. post free); Vols. IX and X, 
4s.0d. (4s.3d. post free) 


JOURNAL OF FARM ECONOMICS 
Published by THE AMERICAN FARM ECONOMIC ASSOCIATION 


Editor: Warren C. 
University of Minnesota, University Farm, St. Paul 1, Minnesota 


Volume XXVIII, November 1946, Number 4 


Some of the major articles are: 


Notes on Developments in Agricultural Policy and Program in the United Kingdom... . 


Government Egg Programs during Wartime. Gerson Levin 
The Tobacco Program: Exception or Portent ...........++e00eeeees Charles M. Hardin 


Can Prices Allocate Resources in American Agriculture. .J. M. Brewster and H. L. Parsons 


This Journal, a quarterly, contains in addition, notes, reviews of books and articles, 
and a list of recent publications and is published in February, May, August, November by 
the American Farm Economic Association. Yearly subscription $5.00. 


Secretary-Treasurer: ASHER HOBSON 
Department of Agricultural Economics 
University of Wisconsin, Madison, Wisconsin 
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HOLT COLLEGE BOOKS 
> FINANCING GOVERNMENT 


HAROLD M. GROVES, UNIVERSITY OF WISCONSIN 
653 pages 1945 Edition $4.00 


AND 


DOMESTIC WELFARE 
NORMAN S. BUCHANAN, UNIVERSITY OF CALIFORNIA, BERKELEY 
249 pages 1945 $2.75 


FORTHCOMING 


> VIEWPOINTS ON PUBLIC FINANCE 
A BOOK OF READINGS 
HAROLD M. GROVES, UNIVERSITY OF WISCONSIN 


HENRY HOLT AND COMPANY 
NEW YORK CHICAGO SAN FRANCISCO 


STUART CHASE 


sums up our chances of holding on to what we have and 
getting what we need. 


FOR THIS FOUGHT 


AMerIica’s most popular writer on economics 
here analyzes our present situation in plain-speaking, fact- 
filled pages. Emphasizing the economic interdependence of 
our veterans and non-veterans, he gives his ideas of the only 
safe road ahead as mankind enters the atomic 


VOLUME age. $4 00 
6 At all bookstores ——~ or from 
TWENTIETH CENTURY FUND °° 
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AMERICAN MARKETING ASSOCIATION 


An Association for the Advancement of 
Science in Marketing 


T HE American Marketing Association, 
formed by merging the American 
Marketing Society with the National As- 
sociation of Marketing Teachers, began 
its existence on January 1, 1937, and now 
has over 2000 active members in all parts 
of the country. 


The principal purposes of the Associa- 
tion are to foster scientific study and re- 
search in the field of marketing, to im- 
prove the methods and technique of market 
research and to develop better public un- 
derstanding and appreciation of marketing 
problems. 


Active Chapters have been established 
and hold regular meetings in New York, 


Philadelphia, Boston, Detroit, Cleveland 
Indianapolis, _Cincinnati, Minneapolis, 
Washington, Chicago, San Francisco and 
Los Angeles. Local Chapters are being or. 
ganized in other cities. 


The official publication of the Associa. 
tion, The Journal of Marketing, is issued 
quarterly. Now in its twelfth year, the 
Journal is regarded by marketing prac. 
titioners as a source of authoritive mar. 
keting information. Many of the contribut- 
ing authors are leaders in their field of 
endeavor, 


The full membership rate is $5 annually. 
This includes a subscription to The Journal 
of Marketing. For further particulars, please 
address the Secretary. 


President Treasurer Secretary 
LYMAN L. HILL WILFORD WHITE HARVEY W. HUEGCY 

Servel, Inc. 3131 Nebraska Ave., N.W. University of Illinois 
Evansville 20, Ind. Washington 16, D.C. Urbana, Ill. 


The Canadian Journal of Economics 
and Political Science 


The Quarterly Journal of the Canadian Political Science Association 
Bditors 
C. A. Curtis, R. MacG. Dawson, J. A. Conny, G. A. Extiorr 
Managing Bditor 
V. W. Brapex, Univarsiry oy Toronto, Canapa 

Annual subscription - - - + «+ $3.00 

Single copies - - + + «+ «+ $1.00 
This Journal publishes articles on the economic, political and social prob- 
lems of Canada and on the general theoretical issues raised by these 
problems. The Journal also contains reviews, notes on current Dominion 


and Provincial Legislation, and on Canadian official publications. Each 
issue will contain a bibliography of Canadian Economics. 


Subscriptions may be sent to the publisher 


THE UNIVERSITY OF TORONTO PRESS 


TORONTO, CANADA 
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A LEADING TEXT 


O O 


ECONOMICS 


by 


FREDERICK BENHAM 
University of London 


and 


FRIEDRICH A. LUTZ 
Princeton University 
520 Pages $3.50 


ECONOMICS is an ideal text for introductory principle courses 
and also adaptable to intermediate courses. 


It stresses choice between alternatives and scales of preference 
more than other texts. “Opportunity cost” is emphasized rather 
than “real cost,” and the concept of “utility” as something abso- 
lute and measurable is discarded. Other developments in eco- 
nomic doctrine are thoroughly treated. 


Widely adopted—it is now being used by such representative 
universities and colleges as the University of California at Los 
Angeles, University of Minnesota, Boston University, Princeton 
University, Brown University, Carnegie Institute of Technology, 
St. John’s University, and Wayne University. 


Here is a typical comment on this well-known text: 
“I consider this one of the most satisfactory Economics 
books available for undergraduate use. 
“Having used Behman and Lutz and many other introduc- 
tory texts, we are convinced that your text offers one of 
the most readable and adaptable approaches for the ele- 
mentary Economics classroom.” 
Professor Richard P. Doherty, until recently head of the 
Economics Department, Boston University. 
American illustrations and statistics are used throughout this 
edition. Both the New York Stock Exchange and the Federal 
Reserve System are discussed, and there are sections on the 
American national income and also on costs and determination 
of the output of the firm. 


You are invited to send for an examination copy and we 
now have sufficient stock to fill orders promptly. 


New York 19.N-¥.P AM conroration 
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An Outstanding Text 


for 
Beginning Students 


PRINCIPLES OF ECONOMICS 


By Lewis A. Froman, University of Buffalo 


This new edition, now prepared in one-volume form, has received widespread 
acclaim and immediate adoption in leading colleges and universities throughout 
the country. 


In this volume the author has retained his original point of view and emphasis 
upon basic economic principles. Following the introductory chapters, complete 
consideration is given to the organization of business enterprise, value and 
price, distribution, money and banking, international trade and finance, eco- 
nomic instability and remedial efforts. 


To stimulate interest on the part of the student and to give him a greate1 


knowledge of our economic system, the author has included illustrations from 
our economic life which are applications of the principles propounded. 


The volume is clearly written and well organized for maximum teachability. 
Those who have used this new edition in their classes have found it to be an 
excellent text for beginning students. 


Representative 1945 Adoptions 


ILLINOIS INSTITUTE OF TECHNOLOGY 
UNIVERSITY OF PITTSBURGH UNIVERSITY OF MISSISSIPPI 

SAN FRANCISCO JUNIOR COLLEGE MICHIGAN STATE COLLEGE 

GEORGIA SCHOOL OF TECHNOLOGY COLLEGE OF THE PACIFIC 

JAMEs MILLIKEN UNIVERSITY PASADENA JUNIOR COLLEGE 
LOUISIANA STATE UNIVERSITY UNIVERSITY OF LOUISVILLE 
SOUTHERN METHODIST UNIVERSITY WESTERN RESERVE UNIVERSITY 
STANFORD UNIVERSITY 


CLEVELAND COLLEGE 


1009 Pages Price $5.00 


RICHARD D. IRWIN, INC. 
332 South Michigan Avenue, Chicago 4, Illinois 


Please mention Tusk American Economic Review When Writing to Advertisers 


a 

| 

} | 

| 1 

3 

| 

| 

a2 


| THE JOURNAL OF 
LAND & PUBLIC UTILITY ECONOMICS 


| a quarterly founded in 1925 by Richard T. Ely 
| and published by Northwestern University until 1942 


May 1946 issue will include: 


Squandering the Public Domain in Sweden: 1820-1870........ Rupotr FRevuND 

Mexican Water Tronty: Patt Martin G. GLAESER 

Non-Agricultural Factors in Land Prices ..............+..- Georce H. WALTER 

| What Has Happened to Durham and Delhi? ..................2: Avon Pour 
ALSO | 


Department Articles and Book Reviews 


Published in February, May, August, and November 
Subscription—$5.00 per year Single copies—$1.50 
Editorial Offices 
_ Sterling Hall, University of Wisconsin - Madison 6, Wis. 


London School of Economies and 
Political Science 


Reprints of Scarce Works on Political Economy 


1, Industrial Combination. By D. H. Macgregor, M.A. (1906) 1935; xii, 246 pp.; 
reissued with new introduction by author. Full bound, 6s. 3d. 


2. Protective and Preferential Import Duties. By A. C. Pigou, M.A. (1906) 
1935; xvi, 118 pp. Full bound, 5s. 


3. Principles of Political Economy. By T. R. Malthus. (2nd edition, 1836) 1936; 
liv, 446 pp. Full bound, 8s. 9d. Reprint exhausted. 


4. Three Lectures on Commerce and One on Absenteeism. By M. Longfield, LL.D. 
(1835) 1937; iv, 111 pp. Full bound, 5s. 


5. The Literature of Politieal Economy. By J. R. McCulloch (1845) 1938; xx, 
407 pp. Full bound, 10s. 6d. 


6. The National Income. By A. L. Bowley, Sc.D., and Sir Josiah Stamp, G.B.E., 
Se.D. (1919, 1920, 1927) 1938; 145 pp. Full bound, 5s. 
* To be re-issued shortly with a new introduction by Professor Macgregor, at 6s. 3d. 
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BOOK REVIEWS AND TITLES OF NEW BOOKS 
Economic Theory; General Works 


Book Reviews: 
Swypers, Beschouwingen Over De Theorie Der M onopolistische Concurrentie; Tinbergen, 


Cronin, Economic Analysis and Problems, by M. J. Bowman...................-- 914 
ZEUTHEN, Mkonomisk Teori og Metode, by S. 918 
Marpacu, Theorie des Mittelstandes, by E. Heimann....................-.2-0005 919 

Economic 
National Economies 


Economic Systems; Post-War Planning 


Book Review: 
Posnack, The 21st Century Looks Back, by L. Fishman......................+5+. 923 


Statistical Methods; Econometrics; Economic Mathematics; Accounting 


Book Review: 
Crum AND SCHUMPETER, Rudimentary Mathematics for Economists and Statisticians, 


National Income and Product; Income Distribution; 
Consumption Statistics 


Business Cycles and Fluctuations 


Book Reviews: 


Picou, Lapses from Full Employment, by G. J. Stigler...............--.-020000+ 927 

Potanyl, Full Employment and Free Trade, by F. A. Lutz.............-----+000++ 928 

Public Finance; Fiscal Policy; Taxation 

Money and Banking; Short-Term Credit 


International Trade, Finance and Economic Policy 
Book Reviews: 
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Industrialization and Foreign Trade, by C. P. Kindleberger..............-.-..+++: 934 


Business Finance; Insurance; Investments; Securities Markets 


Book Reviews: 
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Public Control of Business; Public Administration; 
National Defense and War 
Book Review: 
Lyncu, The Concentration of Economic Power; Economic Concentration and World 
Wer If, by T. J. eeu 938 


Industrial Organization; Price and Production Policies; 
Business Methods 
Book Reviews: 
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Fitipetti, [ndustrial Management in Transition, by C. L. Jamison................ 943 
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Book Reviews: 
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ers. By Samuel Bailey. (1825) 1931; xxviii, 258 pp. 5s. 

8. Lectures on Political Economy. By Mountifort Longfield. (1834) 
1931; 12, 268 bp: 5s. 

9. The Graphic Representation of the Laws of Supply and Demand, 
and other Essays on Political Economy. By Fleeming Jenkin. (1868- 
1884) 1931; 6, 154 pp. 4s. ; 

10. Mathematical Psychics. An Essay on the Application of Mathematics 
to a — Sciences. By F. Y. Edgeworth. (1881) 1932; 150 pp. Reprint 
exhausied, 

11. Grundziige der Theorie des wirtschaftlichen Giiterwerts. By E. 
v. Bohm-Bawerk. (1886) 1932; 150 pp. 3s. 6d. Reprint exhausted . 

12. Co-ordination of the Laws of Distribution. By Philip H. Wicksteed. 
(1894) 1932; 60 pp. 3s. 6d. Reprint exhausted, 

13. Wages and ital. By F. W. Taussig. (1896) with a new introduc- 
tion by the author, 1932, re-issued 1935; ix, xviii, 352 pp. 7s. 6d.* 

14. Tours in England and Wales. By A. Young. (1784-1798) 1932; 336 


pp. 5s. 

15. Uber Wert, Kapital und Rente. By Knut Wicksell. (1893) 1933; 143 
pp. 4s. Reprint exhausted. 

16. Risk, Uncertainty, and Profit. By Frank H. Knight, Ph.D. (1921) 
with a new introduction by the author, 1933, re-issued 1935; 1937; 1939; 
1940; xliv, 381 pp. 6s. 3d. 

17. Grundsatze der Volkswirtschaftslehre. By Carl Menger. (1871) with 
a new introduction by F. A. von Hayek, 1934; xxxii, xi, 286 pp. (Collected 
Works, Vol. 1) 7s. 6& 

18. Untersuchungen & d. Methode der Socialwissenschaften, u. der 
Politischen Oekonomie insbesondere. By Carl Menger. (1883) 1933; xxxii, 
292 pp. (Collected Works, Vol. 11) 7s. 6d. 

. 19. Kleinere Schriften sur Methode und Geschichte der Volkswirt- 
<a nar Fp. By Carl Menger. 1935; vi, 292 pp. (Collected Works, Vol. 
) 7s. Od. 

20. Schriften tiber Geldtheorie und Wahrungspolitik. By Carl Menger. 

1936; 332 pp. (Collected Works of Carl Menger, Vol. IV) 7s. 6d. 


* These nurabers may be secured in am alternative full binding at the extra cost of 1s. 
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BACK NUMBERS WANTED” 


The Association will pay fifty cents a copy for the following 
issues (in good condition) of the American Economic Review: Mar, 
1911; Mar., Mar. sup., 1919; Mar., 1920; Mar. sup. 1940; Dec) 
1941; Mar., Mar. sup., June, Sept., Dec., 1942; Mar., Mar, sup., 


1943; Mar., Mar. sup., 1944; Mar., May, June, 1946. 


Send to 
Dr. James Washington Bell, Secretary 
American Economic Association 
Northwestern University, Evanston, Illinois 


NOTICE TO MEMBERS 


In order to clear the remaining copies of Economic Essays in Honor 
of Jobn Bates Clark, a special price of $1.00 a copy will be given 
to members of the Association, Former ptice, $2.65. Orders should 
be: sent to 
The Secretary 
American Economic Association 
Northwestern University 
Evanston, Illinois 
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